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STATEMENT OF CONDITION 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 











DECEMBER 31, 1942 
® 


THE RESOURCES 


Cash and Due from Banks $79,124,380.43 


U.S. Government Obligations, direct and guaranteed 
(including $37,280,126.85 pledged* ) 111,420,669.27 


Other Bonds and Securities 30,212,055.62 
Demand and Time Loans 43,318,583.85 
Stock in Federal Reserve Bank in St. Louis 420,000.00 
Real Estate (Company’s Building) 2,790,536.40 
Other Real Estate (Former Bank of Commerce Bldgs.) . 1,500,000.00 
Overdrafts 39,431.12 


Customers’ Liability on Acceptances and Letters 
of Credit 172,880.37 


Other Resources 16,086.67 
$269,014,623.73 








THE LIABILITIES 


Capital Stock $10,000,000.00 
Surplus 4,000,000.00 
Undivided Profits $3,875,684.13 

Reserve for Dividend Declared .. . 150,000.00 4,025,684.13 
Reserve for Interest, Taxes, etc 474,078.46 
Unpaid Dividends 2,417.55 
Bank’s Liability on Acceptances and Letters of Credit 172,880.37 
Other Liabilities 9,074.94 
Deposits, Secured: Public Funds . . $ 30,745,111.38 

Other Deposits, Demand 187,459,677.64 

Other Deposits, Time 32,125,699.26 250,330,488.28 


$269 014,623.73 

















*All Securities pledged are to the U. S. Government or its Agents, State of 
Missouri and the City of St. Louis, to secure deposit and fiduciary obligations. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





TRUSTS and ESTATES—February 1943 


\ 


Ye 
eA 


¥ | 
TRANSFER GENT INVESTMENT 
AND REGISTRAR WPERVISORY 


\\ 
\\ 


COMMERGMAL LOANS ADMINISTRATOR 


\ 


COLLATERAL LOANS CUSfODIAN 


\\ 
SAFE RkPOsIT EXBCL JTOR 
\ \ \ / 


VA 
\ \ 


\ / ‘ 
pANRING GYARDIAN 
ff 


\ ve f / 
AGENT TRYSTEE 
YY & 


\ 
¥ 
\ fy 
vis 
s . i i , 
| 


a9 
s 


oaaa 
mntens 
De 


aaOnenc 


‘ 
r 
et 
t 
r 
© 
' 
e 
« 
a 
Cd 


8 
© 
a 
ae 
to 
fe 
aq 
@e 
Laue 


e@a8eaa 
isa 


ae 


Chartered 1836 
We have the facilities, the organization, 
and are eager to serve. 


INQUIRIES INVITED 


Girard ‘Trust Company 


BROAD AND CHESTNUT STREETS «+ PHILADELPHIA 


James E. Gowen, President 


Member Federal Reserve System ¢ Member Federal Deposit Insurance Corporation 





Crusts and Estates 


The Journal of Capital Management 
Founded 1904 by C. A. Luhnow 


FEBRUARY, 1943 


CAPITAL MANAGEMENT 


NEWS INTERPRETATIONS . 

FINANCIAL BASIS FOR VICTORY—Sen. Harry F. - Byrd 
Digests of Selected Material ; 

Foreign War Economy 


CURRENT EVENTS 


REPORT OF WARTIME TRUST CONFERENCE ; ‘ 
(also see pages 149, 152, 158, 159, 171, 189, 195, 196, 199) 

MANPOWER DRAFT: What Is Essential Work?—Zditorial . 

LETTER FROM LONDON—Arthur V. Barber 

Trends in Estate Planning—Henry S. Koster 

Kirkbride’s Column 

Personnel Changes 

Where There’s A W ill 

New Books 


NEW BUSINESS 


ARE EMPLOYEES “EXPENDABLE” ?—Laurence G. Hanmer 
ODYSSEY OF A TRUST PROSPECT—Ear! S. MacNeill 
Wartime Public Relations—William H. Neal 

Trust New Business Column 


TRUST OPERATIONS 


ECONOMIES IN ADMINISTRATION—Allen — 
Meeting Personnel Problems 
Trust Year in Review—and in Prospect 


INVESTMENT POLICY 


BLOCK SALES OF SECURITIES—Eugene Barry 
Future of Interest Rates—J. H. Riddle 


FIDUCIARY LAW AND TAXES 


PLANNING YOUR ESTATE—René A. Wormser 
Virtues of Revocable Trust—Mayo A. Shattuck 
Current Federal Tax Notes—Peter G. Evans 
Decisions ‘ 


Copyright 1943 Fiduciary Publishers, Inc. 





Published by FIDUCIARY PUBLISHERS, Inc., 50 East 42nd Street, New York. Tel. Vanderbilt 6-0310 


CHRISTIAN C. LUHNOW, Editor & Publisher P. PHILIP LACOVARA, Legal & Assoc. Editor 
JULES BACKMAN, Economics Editor GEORGE M. HAKIM, on leave in Armed Forces 
FRANK H. MEEKS, Business Manager 


Entered as second-class matter February 6, 1939, at the post office at New York, N. Y., under the Act of 
March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 


Subscription, $5.00 per annum, $9.00 for two years; Canada, $5.50; Foreign, $6.00; Single Copies, 60 cents 
Advertising rates on request Publisher reserves right to reject any copy 
TRUSTS and ESTATES is not to be considered as endorsing the views which may be advocated in signed articles. 





TRUSTS and ESTATES—February 1943 


THE DOOR THAT OPENED IN 1822...“for the 
purpose of accommodating the citizens of the state.” 


Quoted from our original charter 








EXECUTOR CUSTODIAN OF SECURITIES TRUSTEE 
MANAGEMENT OF INVESTMENTS 
TRUSTEE UNDER CORPORATE INDENTURES 
TRANSFER AGENT * FISCAL AND PAYING AGENT * REGISTRAR 


City Bank Farmers 
cuneo uaa LS Company 


Head Office: 22 William Street, New York; Uptown Office: Madison Ave. at 42nd Street; 
Brooklyn Office: 181 Montague Street 


Information may also be obtained through any branch of The National City Bank of New York 








CAPITAL MANAGEMENT 


NEEDED: A BEVERIDGE PLAN FOR INDUSTRY 


‘i HE Beveridge Plan has received 
wide acclaim as the “Magna 
Carta” of social security. In effect 
it largely transplants the responsi- 
bility for subsistence of every mem- 
ber of society from the voluntary 
realm of individual charity to the 
State—probably a timely move in 
view of the universal levelling of the 
large fortunes and incomes, which 
have traditionally supported private 
philanthropy or governmental re- 
lief. But it remains only a hope, un- 
til backed up by assurance that the 
funds will be forthcoming from the 
new wealth production that we 
must have to repair the ravages of 
war. Nor will it provide “security” 
unless the purchasing power of 
money is sustained. Without highly 
productive private enterprise it will 
prove such a burden as to either col- 
lapse of its own weight or drive us 
into State control of employment— 
and enterprise. 

Useful employment again is the key- 
note—if industry is in a position to pro- 
vide it from created goods, the plan is 
sound and even protective of a healthy, 
free economy. But what is the position 
of industry in shouldering this charge? 
Any sizeable showing of corporate profit 
has usually been an invitation to labor 
to seek wage increases, especially during 
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war when job tenure is uncertain and 
employees naturally feel under necessity 
of making hay while the sun shines, 
against the uncertainties of peace. Tax 
laws take a lion’s share, not only of any 
net income, but in many cases cut into 
gross and increase losses. Federal reg- 
ulation of transportation rates is also 
often a one-way street with a “heads I 
win, tails you lose” effect. The result is 
not the stability of operations and em- 
ployment necessary for supporting a vast 
security program. 


So many of the ills of both industrial 
and social life are attributable to chronic 
or cyclical unemployment, and consequent 
lack of opportunity for an individual to 
better himself when the productive es- 
calator is going down, that we are being 
forced into a new economy—perhaps one 
in which emphasis will be on industrial 
cooperation instead of competition. This 
involves planning, and while the word 
may be anathema to die-hard freebooters 
who vainly look for a return to the old 
laissez-faire, it is being recognized as in- 
evitable; the question now is rather: 
“who shall do the planning—the State or 
private enterprise?” Some Beveridge 
of industry is needed to lead the way in 
our post-war planning for both freedom 
and assurance of full employment, for we 
have found that freedom alone is not 
enough; as some rightly say, it has been 
to too many the freedom to starve or go 
on relief. Choose a popular goal and 
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cooperate in a program that gives incen- 
tive and fair reward for production and 
the distribution end, and all the subsi- 
diary problems will take care of itself. 


As a beginning, there are real possi- 
bilities through really adequate extension 
of the post-war refund policy, particul- 
arly as an unemployment or retirement 
cushion, to the extent that it would en- 
courage industries to keep men on the 
assembly line. Pension trusts are of this 
order, with the added advantage of giv- 
ing employees the opportunity to build, 
through joint contributions, a fund that 
could be not only a stabilizer of current 
but of future income, even for supple- 
menting part-time work or transition ad- 
justments. Excess wages now are dan- 
gerous to the workers’ own welfare and 
the nation as a whole, while one of the 
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chief needs for such money would be pro- 
vided in a systematic and assured way 
for the time of real need. England al- 
lows a post-war credit to corporations 
(and unincorporated businesses) of 20% 
of excess profits taxes paid during the 
war, against a measly 5% here. But it 
might be far better to not only increase 
this ratio but to extend it to the great 
majority of businesses that do not have 
large excess profits, by a similar pro- 
vision in normal income tax schedules. 
It is still conjecture that those with ex- 
cess incomes are the ones who will feel 
the readjustment most, for as the larger 
concerns are proving more adaptable to 
war use, so they may to peace. Small 
business deserves an equal chance to get 
credit for its present tax contribution in 
post-war purchasing power for employ- 
ment or security. 


BANKS AS SUBSIDY PAYING AGENTS 


ANKS in Canada are providing a 

new war-time service as a result of 
the recent adoption of some measures to 
prevent further rises in the cost of living 
index in Canada. The important finan- 
cial phase of this new program is the 
payment of government subsidies on food 
products, including coffee, tea, butter, 
oranges and milk. These payments pre- 
sented a particularly difficult problem in 
connection with milk. Under the pro- 
gram, each milk distributor was required 
to reduce the price to his retail custom- 
ers by two cents a quart, while he or his 
suppliers continued to pay the farmers 
the full price that they had been receiv- 
ing. The problem, therefore, was how to 
arrange for a prompt payment of sub- 
sidies to these distributors, many of 
whom had little or no financial resources. 
The solution was found by making the 
Canadian chartered banks paying agents 
for the Commodity Prices Stabilization 
Corp., Ltd. 

Distributors who did not deal with any 
particular bank were asked to select one 
with which they would deal to obtain 
their milk refunds. They were also 
asked to continue to deal with the same 
bank in the future in order to facilitate 


the keeping of records. All of these local 
banks (or branches) have forms on which 
the distributor may make his claim. 
These forms are turned in at the end of 
each month and he is reimbursed by the 
bank for the sales made in that month. 
By taking advantage of the existing 
banking machinery, the C. P. S. C. was 
able to meet each claim quickly and avoid 
the irritation which usually attends un- 
necessary delays in such matters, as well 
as to protect the distributors against 
financial embarrassment because of their 
role in the program. Moreover, it be- 
came unnecessary to create a new net- 
work of branch offices, which in any 
event could not have covered the Domin- 
ion as effectively as the banking system 
does and would have been an added ex- 
pense and use of manpower. 

In the United States the banks are al- 
ready facilitating the operation of our 
food and fuel rationing machinery 
through the program of ration banking 
introduced on a nationwide scale last 
month. If the decision is made to pay 
subsidies more widely than at present, 
the banks here should have an opportun- 
ity to play a role similar to that of the 
institutions across the border. 
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REDEMPTION OF WAR SAVINGS BONDS 


HE Ides of March, with the income 
tax making its debut to some 20 
million new taxpayers, should provide a 
significant test of the stability of indi- 
vidual holdings of war bonds. Redemp- 
tion of Series E bonds, totalling only 
three million dollars for the month of 
January 1942, had risen to $43.8 million 
by December—a small percentage of the 
nearly seven billions then outstanding. 
These bonds may be an important source 
of tax money for those millions of work- 
ers who have made little provision 
through savings. Liberty bonds of the 
first World War offer no cue to redemp- 
tion experience, either at tax dates or at 
the conclusion of hostilities, as they 
were negotiable but not redeemable until 
call or maturity, whereas Series E may 

be redeemed after a short period. 
It may be anticipated that, with living 


costs increasing, the impact of income 
taxation will have an adverse effect on 
bond sales, at least during the tax pay- 
ment months of March, June, September 
and December, though decreasing inven- 
tories of civilian goods and increased ra- 
tioning may prove a sufficient offset. 
Tax redemption experience, however, 
will be some portent of the action we 
may expect for future tax dates as well 
as for the post-war period. It may sug- 
gest the desirability of future issues 
with fixed maturity dates, or redeemable 
at discounts which would discourage re- 
demption. Obviously, holders of exist- 
ing bonds could use these, or savings 
balances for such purposes, but the cum- 
ulative result might warrant new consid- 
eration of following Liberty Loan poli- 
cies, if a large volume of redemptions re- 
sults from March 15th tax payments. 


SUBSIDIES OR HIGHER PRICES? 


ESPITE Mr. Byrnes’ statement that 

subsidies are not to be widely used 
in the anti-inflation battle and despite 
abandonment of the milk program, many 
subsidies are still being paid and others 
have been announced. Thus, subsidies 
to cover higher transportation costs are 
paid for coffee, sugar, petroleum and 
bituminous coal. Premium prices are 
paid for above quota production of cop- 
per, lead and zinc; cheese and oleomar- 
garine are subsidized. Moreover, the De- 
partment of Agriculture has announced 
a $100,000,000 farm subsidy program to 
stimulate production of sweet potatoes, 
soy beans, grain sorghums, peanuts, flax 
and dried peas and a similar subsidy is to 
be used for potatoes, dry beans and fresh 
truck crops. Higher prices are to be paid 
to farmers for the tomato, pea, sweet 
corn and snap bean canning crops but the 
prices to the consumer will remain un- 
changed because the higher cost will be 
borne by the Treasury. 


The greatest opposition to the subsidy 
program has come from the farm bloc. 
This opposition is difficult to understand 
in light of the huge subsidies averaging 
about $800,000,000 paid to and accepted 
by the farmers during the past decade. 
Rep. Taber has even designated the sub- 
sidy program as “inflationary.” The 
alternative to subsidies is rising prices 
and the problem is, which is the lesser 
evil. Higher prices, as well as subsidies, 
mean a heavier drain on the Treasury. 
Price rises increase the cost of the war 
to the government either by increasing 
the cost of the raw materials it needs or 
by raising the cost of living and leading 
in turn to an increase in wages, a sub- 
stantial portion of which is paid to war 
workers who are paid indirectly by the 
government. Whether the increased cost 
of war orders initially would be as great 
as the subsidies paid depends on the pro- 
ducts affected. But in either case, there 
would be increased purchasing power. 
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However, the effect on costs of produc- 
tion would be different. A rise in prices 
followed by a rise in wages would in- 
crease costs and make necessary a still 
further price rise with the inflationary 
spiral in full blast. These cumulative ef- 
fects are not present when the subsidy is 
used since they result in no upward pres- 
sure on costs. Hence subsidies, if prop- 
erly used, can furnish a brake upon the 
_ Vicious spiral. In cases where no cumu- 
lative effects are likely, the price increase 
should be permitted instead of paying a 
subsidy. In both Canada and Great 
Britain, subsidy expenditures equal to 
between 2 and 3% of the total govern- 
ment spending have played an important 
role in stabilizing prices. In each case, 
a number of safeguards have been adopt- 
ed to ensure that excessive payments 
have not been made. Based on their ex- 
perience, the following principles should 
govern the use of subsidies: 
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. Subsidies limited to essential pro- 
ducts. 


. Payments contingent upon the insti- 
tution of all economies in production 
and distribution. 


. Increases in overhead costs due to 
declining volume should not be sub- 
sidized. 

. Part of the increase in costs should 
be borne by distributors or produc- 
ers subsidized. 

. In no case should a subsidy be paid, 
if the recipient’s profits exceed 
those used for the purpose of cal- 
culating profits. 

. For import goods, prudent buying 
policies by importers should be re- 
quired. 


. It should not be used to compensate 


for wage increases or the lid will be 
off. 


THE DANGER IN BANK DEPOSITS GROWTH 


NE of the most significant develop- 
ments in the banking field during 
the past few years has been the tre- 
mendous expansion of demand deposits 
and money in circulation. During the 
past five years demand deposits of the 
weekly reporting member banks have 
doubled and now exceed $28 billions. 
The volume of currency in circulation 
has expanded from $6.6 to $15.3 billions. 
The major factor in this expansion in 
the latter part of the period has been 
the huge purchase of government bonds 
by the banks. This year the banks may 
have to buy about as many more as 
they already hold, with further expan- 
sion in demand deposits. The large in- 
crease in money in circulation has been 
due to several factors, including the 
expansion in employment, the needs for 
cash in communities which have ex- 
panded because of war work, and to 
some extent hoarding. 
These deposits are not like those 
created normally through the exten- 
sion of business loans since the latter 


are wiped out upon repayment of the 
loan. The deposits now being created 
can only be eliminated by the sale of 
government securities by the member 
banks to the owners of these deposits 
or by the redemption of part of this debt 
by the government. There is little like- 
lihood that any great reduction in the 
volume of deposits will be effected in 
the early post-war years. The avail- 
ability of these deposits carries the 
threat of a tremendous inflation in the 
prices of goods and securities, should 
depositors attempt to use them. To 
some extent such a post-war inflation 
will be kept within bounds by a large 
increase in the production of civilian 
goods and services after the immediate 
transition period but the magnitude of 
these deposits will be so enormous that 
serious consideration must be given to 
the formation of a program which 
would avert this potentiality. This is 
one of the most important post-war 
problems facing banking authorities. 
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THE 1943-44 BUDGET AND INFLATION 


HE 1943-44 budget is a total war 

budget. The total contemplated 
expenditures of $107 billions are ap- 
proximately three times our total expen- 
ditures, including war loans to our Al- 
lies, for World War I and are about 
$22 billions above the 1942-43 total. This 
spending will be at the average monthly 
rate of $9 billions as compared with 
$6 billions currently. These expendi- 
tures far exceed those in other belliger- 
ent countries. They are about double 
the per capita spending in England and 
in Canada. In each country war spend- 
ing is running about 50% of the gross 
national income. 

On the basis of the present tax law, 
total revenues are expected to equal 
about $33 billions, leaving a deficit of 
$74 billions. After allowing for a $3.4 
billions excess of cash income from gov- 
ernment trust accounts, approximately 
$70 billions must be raised. The Presi- 
dent has recommended a $16 billion in- 
crease in taxes. If Congress accedes to 
this request—and it should—we will be 
financing about half our war cost cur- 
rently, with the balance covered by loans. 
This is in line with the fiscal objective 
which has been established in Great Bri- 
tain, Canada, and Germany. 

The problem of inflation control is 
closely related to the extent to which 
securities are bought out of current earn- 
ings or are offset by new savings. Even 
if $16 billions are raised in new taxes 
there will still be a large excess of cur- 
rent earnings over available goods. It 
seems probable that of the $55 billions 
in securities to be sold, at least $20 to 
$25 billions (it will be higher if taxes 
are not raised as suggested) will have to 
be sold to the commercial banks. Bank 
financing of this size, which is largely 
inflationary, will create a tremendous 
pressure on the price structure and will 
intensify further the already difficult 
problems facing the OPA. The extent 
of the pressure can be modified some- 
what by some combination of prevention 
of unnecessary increase in war costs 
(e.g. through wage increases), by keep- 
ing waste to a minimum, by increasing 


taxes even more than requested by the 
President, by intensifying our efforts to 
sell war bonds and by expanding the 
contemplated scope of forced savings. 
Higher taxes will be borne more easily 
when they are deducted at the source. 
In the absence of these fiscal measures, 
inflationary forces will gain the ascend- 
ancy with increasing momentum. 


High Cost of Hitler 


Hitler’s lust for conquest has already 
cost the world more than $400,000,000,000, 
the Department of Commerce has estimated. 
The cost may exceed half a trillion, if he is 
not beaten for another year. The depart- 
ment calculated known and _ estimated 
military expenditures to date of Germany, 
and her victims and the nations allied 
against her and the loss in national income 
to the Axis-conquered lands. 


The Unfilled Prescription 


Summers in The Buffalo Evening News 
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IMPLICATIONS OF VICTORY FUND DRIVE 


HE Victory Fund Drive in Decem- 

ber exceeded its nine billion dollar 
goal by almost four billion dollars. Part 
of the credit for this successful drive 
must go to the men and women of the 
banking and investment community who 
gave so unstintingly of their time to 
sell these securities for the Treasury. 


About 60% of the funds were raised 
from non-banking sources. This is a 
fine record but great care must be taken 
in interpreting its significance. Thus 
Senator Taft has already announced 
that forced savings would not be neces- 
sary because of these large voluntary 
purchases. The real significance of 
these sales, however, must be measured 
against their effect upon the, inflation- 
ary gap. 


A breakdown of the $7.8 billion sold 
to non-banking sources shows that $1.3 
represented the purchase of tax antici- 
pation notes. Such purchases do not 
reduce the size of the gap since they 
will be offset by a reduced amount of 
cash paid in for taxes when they be- 
come due three months from now. The 


Bank Aids Post-War 
Development 


Establishment of an agricultural and in- 
dustrial service department, to further pro- 
mote Georgia’s resources, was approved by 
shareholders of the Trust Co. of Georgia at 
their 52nd annual meeting in Atlanta last 
month. The department was explained: 

“Our company, and our affiliated banks 
have a permanent interest in the welfare 
and development of the agricultural, indus- 
trial and commercial life of Georgia and the 
Southeast. We believe that we face during 
the war and in the post-war period very 
difficult economic conditions which will re- 
quire the development of new crops, better 
farm produce markets, and a new industrial 
life based on the processing of farm pro- 
ducts and the production of food and feed 
at home, rather than purchased elsewhere 
as at present. Through the newly estab- 
lished Service Department, we hope and ex- 
pect to aid many communities in our State 
in the establishment of such new enter- 
prise.” 


significance of the remaining $6.5 bil- 
lion from non-banking sources depends 
on the extent to which they represent 
a diversion from current earnings 
rather than the use of idle deposits. 
Since it is reported that the banks have 
urged customers to convert their bal- 
ances into war bonds, it seems certain 
that deposits which may have been idle 
for some time were used for this pur- 
pose. No data are available as to the 
relative importance of these purchases. 
Purchases with such idle funds are not 
anti-inflationary because they do noth- 
ing to close the gap between current 
incomes and the diminishing supplies 
of goods. The above observations are 
not made to minimize the superb record 
made in this financing. Rather, it is 
designed to offset the optimistic inter- 
pretations such as that noted above. 
Forced savings are still required to cut 
down on current spending, particularly 
in the $1500-$5000 income groups. This 
December record financing gives us a 
little more time in which to work out 
the details of an equitable forced sav- 
ings program. 


Post-War Sales Arranged 
through Trust Company 


Present consumer-goods buying for Post- 
War delivery is being arranged through the 
Hartford (Conn.) National Bank & Trust 
Co. under what is probably the first such 
plan put into operation, by the Hartford 


Electric Light Co. Samuel Ferguson, presi- 
dent of the utility company, has been a 
pioneer in various fields of war activity for 
industry, notably in development of the 
“Separation Wage Trust Fund,” and has 
now worked out a plan whereby its cus- 
tomers may, place advance orders, paying 
on the installment plan from current in- 
come, at prices approximating those in effect 
before the war. Sales will be made through 
local electrical appliance dealers who will 
arrange for delivery of certificates upon 
initial payments to the bank. The bank in 
turn will take care of further notices and 
collection of installments, investing receipts 
in government bonds—thus also assisting 
in financing the war and easing the infla- 
tionary pressure. 
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THE FINANCIAL BASIS FOR VICTORY 
Wasteful Expenditures and their Effect on War Debt 


SENATOR HARRY FLOOD BYRD 


Chairman, Joint Committee on Reduction of Nonessential Federal Expenditures 


OR any nation to win a war it 
must be as completely victorious 
on the economic battlefields as it is 
on the actual fighting fronts. This 
fact economists and public alike have 
painfully learned to be true even of 
the United States, despite its unlim- 
ited resources and store of reserves. 
If ever there were a time when wars 
were merely political, that time has 
passed ; today we must fight economic 
war with the same persistent vigor 
and vigilance as that used to combat 
a more material if equally insidious 
foe. But this economic war is as 
much internal as it is external; what 
takes place within the country is as 
important in deciding the economic 
victors as what 
occurs overseas. 
In the last war we 
may have won 
politically in 1918, 
but we did not win 
economically until 
we had defeated 
the depression. 
How close we came 
to losing that eco- 
nomic war is too 
recent and_ too 
painful a memory 
to necessitate dis- 
cussion. 


Today we hear 
a great deal about 
winning the peace. 
That peace cannot 


be won, we are 
told, on second 
fronts alone, but 
must rather be 


SENATOR HARRY F. BYRD 


purchased in every city and village of 
America. What our’ spendthrift 
planners must remember is that it 
must also be won in Washington. 
Just as no expense must be spared 
to bring about the successful conclu- 
sion of the political war we are wag- 
ing, so no unjustifiable spending 
should be allowed to jeopardize the 
sound economic basis on which all 
successful government is founded. 
A nation ridden by debts increased 
by waste and inefficiency cannot lead 
a waiting world into an era of pros- 
perity. 

The willingness of the people to shoul- 
der the debt burden may be so seriously 
impaired as to threaten the whole fiscal 

structure if they 
come to feel that 
even .a small part 
of expenditures is 
wastefully made or 
politically inspired 
for _ bureaucratic 
self - perpetuation. 
Government irre- 
sponsibility leads in- 
evitably to public ir- 
responsibility which 
would undermine 
our whole debt struc- 
ture, destroy confi- 
dence in the govern- 
ment after the war 
and: handicap recov- 
ery. 


Were we to sit 
down at the post- 
war peace tables 
wealthy in idealistic 
planning but bank- 
rupt in economic sta- 
bility, much of our 
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sacrifice in blood and toil will have been 
in vain. Consequently it behooves us, be- 
fore it is too late, to set our financial 
house in order wherever possible so that 
we may be prepared for the inevitable 
strain of future economic rehabilitation. 


The Spending Habit 


HE problem is not too simple nor 

the outlook over-bright. Before the 
outbreak of this present world conflict 
the United States had already plunged 
itself into the greatest debt in its his- 
tory. Sorely needed defense preparations 
had forced the government to borrow 
billions of dollars which some day must 
be repaid. In addition the government 
had meanwhile spent approximately 
twenty billions dollars over a ten-year 
period to combat the depression. Un- 
fortunately, out of this latter, or perhaps 
concomitant with it, grew a federal 
spending habit which over that same pe- 
riod was to cost the people of the United 
States a total of one hundred fifty-seven 
billion dollars—about twelve hundred 
dollars per person in the U. S.—in ten 
years. Consequently, when war broke 
out in 1941, we found ourselves in the 
unenviable position of financing a public 
debt of about fifty-five billion dollars and 
facing unprecedented future demands 
upon the pocketbook of the citizens of the 
nation. 


These ominous prospects have now 
materialized. The Federal government— 
and through it every American—must 
unfalteringly carry during the coming 
year the heaviest debt load ever imposed 
upon any nation. The Federal indebted- 
ness has today risen to the unprecedented 
heights of $112,500,000,000, an increase 
of $48 billions during the last 12 months. 
This, despite the fact that taxes and 
other collections have brought a record- 
breaking $16,402,564,320 into the Treas- 
ury—a figure utterly inadequate to com- 
pensate for éxpenditures over a compar- 
able period. War expenditures in them- 
selves constitute a monthly spending load 
of $5,384,088,000—an hourly cost of al- 
most seven and one-half million dollars, 
and this amount may be increased. For 
the first time in the history of mankind 
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a nation must now speak of its debt in 
terms of twelve figures. 


The Poor Man’s Tax Too 


ERHAPS not until March will the 

country as a whole feel the full im- 
pact of this financial burden. And with 
this will come no promise of early relief, 
but rather of greater burden for the 
future. There was a time when the Fed- 
eral income tax was called a rich man’s 
tax; the masses believed that they would 
benefit and that the wealthy would pay 
the bill. All that has changed. From 
now on our Federal expenditures will be 
traced directly to tax burdens in the 
lower income bracket. In 1943 it is es- 
timated that nineteen million people who 
did not file returns two years ago will be 
asked to file an average return of $73 
per person. The Secretary of the Treas- 
ury must have had a similar idea in mind 
when he said: “‘For the first time in his- 
tory the income tax is becoming a peo- 
ple’s tax.” 

To offset this, people say that our na- 
tional income is increasing, but they for- 
get that this is in no way comparable to 
the increase in per capita debt, which 
has trebled in four years. At the present 
time the debt of each person in this coun- 
try is $750, as compared to $225 in 1938 
and $109 at the close of the last war. 
Nor does this load increase gradually; 
it bounds perceptibly higher hourly. 
Time will inevitably bring about a conse- 
quent general lowering of standards 
throughout the country. 

And if all do not share these sacrifices, 
if some individuals or corporations are 
allowed to “strike it rich” during the war, 
the majority—the great “middle class” 
who have sacrificed severely—will not 
relish the idea of capitalizing such costs 
as a debt burden. 

Obviously, curtailment in expense, both 
individual and national, must be effected 
in some manner, in some place. And al- 
most as obviously that curtailment should 
first take place in the federal government 
itself. For this reason it is imperative 
that every effort be made to streamline 
the federal government immediately, to 
reduce to a minimum all expenditures not 
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implicitly furthering the successful pro- 
secution of the war. 

Curtailment of many reports and ques- 
tionnaires and simplification of taxation 
are essential if we are not to seriously 
impede war production through diverting 
time and manpower to useless accounting 
work, both in business and government. 


What the Record Shows 


UST how has the Federal government 

accepted this challenge? Has it cur- 
tailed unnecessary expenditures in the 
light of drastic economic necessity? Has 
it eliminated those peacetime nonessen- 
tial activities for which there is no pres- 
ent need? Has it stopped hiring new 
employees and transferred the old to 
other, more essential war work? 

The blinding, disillusioning truth is 
that the federal government, with a few 
marked exceptions, rather than minimiz- 
ing expense and reducing non-essential 
employment, is today embarked upon the 
greatest spending and hiring orgy of its 
entire career. 

Some economies have been accom- 
plished, but these are microscopic com- 
pared to those which might have been 
effected. Despite the fact that a colossal 
52 billion dollars has been appropriated 
for war needs in the current fiscal year, 
the Federal budget reveals that the gov- 
ernment has not felt the need for reduc- 
tion of non-war agencies. This is only 
too apparent when one realizes that in 
1942 the federal government expended 
over twice as much money on strictly 
non-war services as it did in the first 
year of the present administration. 


Competition with Industrial 
Employment 


OR does this picture of wanton pro- 


fligacy stop here. Employment fig- 
ures provide a noteworthy index of the 
trend of government waste. With factor- 
ies and war industry crying desperately 
for additional manpower to provide muni- 
tions and supplies for our armed forces 
and their allies, the government is still 
hiring men at a rate of over 100,000 per 
month. In October, 1942, 137,619 em- 
ployees were added to the federal execu- 
tive civilian payroll, bringing the num- 
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ber in the executive agencies to 2,687,093 
and presaging a total of over 3,000,000 
civilians employed by the national gov- 
ernment before the first of the present 
year. This is three times as many em- 
ployees as were required during the last 
war. 

Actually one-third of this number 
could be removed to other, more useful 
wartime employment. This is particular- 
ly true when one considers the employees 
engaged in work which is either unneces- 
sary or else is duplicating functions per- 
formed by other employees in the same 
or overlapping agencies. Whole offices, 
even agencies themselves, might be aban- 
doned and their trained employees placed 
in war work if the duplicating machinery 
of the federal government were removed. 


Too frequently, large staffs built up 
in the early stages of bureau develop- 
ment are kept on long after the work has 
settled down to much smaller needs, or 
personnel is transferred, under pressure, 
to an agency with a more war-like title 
already overstaffed and over confused. 
There is too much evidence that many 
department heads are too intent on ac- 
quiring large staffs—which increases 
their rating. 

There are other equally large holes in 
the federal treasury through which mil- 
lions of wasted dollars are pouring. The 
system of government reforms and social 
legislation, much of which is inapplicable 
to wartime economy, is in itself swelling 
the tax load of the country and thus im- 
peding the war effort. Some of these 
reform agencies might be eliminated; 
others might be sharply reduced in scope, 
manpower, and expenditure. For exam- 
ple, the National Youth Administration 
has an appropriation of sixty-one million 
dollars for the present fiscal year and 
desires that this sum be doubled in the 
near future. The Office of Price Admin- 
istration, appropriated $140 million, will 
need even more if its threatened expan- 
sion program becomes effective. The 
Farm Security Administration has been 
appropriated 160 million dollars and the 
Agricultural Adjustment Administration 
some 450 million dollars, despite the fact 
that farmers no longer need such assis- 
tance. These are but examples and are 
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by no means a complete list of where cur- 
tailment of expenditures might be ef- 
fectively applied. 


Irresponsibility Breeds Dissatisfaction 


HE dangers of this extravagance, 
economically and morally, are appar- 
ent. From the economic standpoint this 
waste is, first of all, an added needless 
burden to the taxpayers of the nation 
both today and in the future. No one 
can estimate the colossal cost of the world 
conflict going on at present, a cost for 
which the American taxpayer believes he 
must ultimately assume much of the re- 
sponsibility. He does not complain about 
that. But he does complain about this 
added tax load of nonessential spending 
which as a further lodestone may well 
make future taxation almost intolerable. 
Furthermore, he believes that federal 
extravagance is today fostering the very 
inflationary trends which the federal 
government is purportedly battling with 
tooth and nail. Originally these huge 
expenditures were presented as pump- 
priming measures to increase the flow of 
money in circulation. Today the situa- 
tion is reversed, but the philosophy of 
spending remains. The government calls 
for taxes to decrease the inflationary ten- 
dency. Yet at the same time staggering 
appropriations are being requested which 
will further aggravate the situation. 
The dangers of government extrava- 
gance are even more apparent from the 
moral standpoint. The public has been 
asked to work overtime, to sacrifice cher- 
ished holidays, to “double up” on war 
jobs, to shift to war work regardless of 
physical discomfort and pecuniary loss. 
Yet the federal agencies and departments 
continue to hire more and more unneces- 
sary employees, to allow duplication of 
effort and overlapping of function to con- 
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tinue unabated, and to disguise pyramid- 
ing bureaucracy as consolidation of bur- 
eaus. And the people know this. 


Courageous Action — Now! 


N the past they have looked to their 

leaders for example and direction. 
Whenever these leaders fail, through in- 
advertency or expediency, public morale 
is the loser. Just as economic stability 
is psychological in part, so it is true that 
public mental health depends on the pri- 
vate mind of the average citizen. That 
mind is today indignant if not rebellious. 
The average citizen is willing to work, 
but not for waste. He is willing to sacri- 
fice, but not for bureaucracy. He is will- 
ing to die, if need be, for the protection 
of the nation’s homes, but he is not will- 
ing to saddle them with any needless 
debt for generations to come. 


The Joint Committee on Reduction of 
Nonessential Federal Expenditures, of 
which I am chairman, has in the past held 
hearings and made recommendations 
which, as approved by the Congress of 
the United States, have brought about 
savings amounting to $1,313,000,000 in 
the federal budget. It is my hope that 
these activities will be continued so that 
millions more will be saved the American 
taxpayer. 


It is not enough that we curtail expen- 
ditures in a few instances. It is not 
enough that we transfer a handful of 
employees from one nonessential agency 
to another nonessential agency. It is not 
enough that we combine one group of 
offices with another. We must curtail 
the nondefense activities of agencies not 
devoted entirely to war work. We must 
eliminate this towering bureaucracy 
which saps us of both a sound economy 
and a surplus of manpower. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


THE WAR AND “SOCIAL GAINS” 


CAPT. EDDIE RICKENBACKER 


F you could only understand what our 

boys are doing in _ those _hellholes 
throughout the Pacific and the burning 
sands of Africa, that your way of life may 
be preserved, you would not worry about 
eight hours a day overtime, or double-time 
for Saturdays and holidays. You would not 
worry about whether you were producing 
too much per man per day. Without vic- 
tory, social security, old age pensions, 
hours and wages bills Will mean nothing. 

France had her slow-down and sit-down 
strikes—had her social legislation, which I 
am not against—but they failed in the real- 
ization that without work and without pro- 
ducing something of value, they could not 
last. 

We have in the past several years spent 
billions of dollars to destroy self-reliance, 
initiative, imagination and individuality, 
trying to plan the lives of 130,000,000 peo- 
ple by a superior few. Now we are spend- 
ing billions to recreate self-reliance, initia- 
tive, imagination and individuality. For 
once you place our boys in a fox-hole in the 
jungles of the Pacific, or on the desert sands 
of Africa, they are on their own. Once 
you have ordered our boys as Commando 
troops to attack the enemy at night, they 
are on their own. Once you have dropped 
parachute troops behind enemy lines, day 
or night, they are on their own. Once you 
place a man in the cockpit of a plane and 
send him into the blue above, he is on his 
own. Once you put our boys into the tanks 
against the enemy, they are on their own. 

It is imagination, individuality, self-reli- 
ance and initiative that are going to win 
this war for America—not only on the field 
of battle, but on the home front. For, when 
this war is over there will be more rugged 
individualists come back to America from 
the four corners of the world than we ever 
had at any one time in our history. They 
do not want, and will not accept regimen- 


From address béfore Advertising Club of Los 
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tation of their lives or planned economy. 
They will want the same opportunities and 
will get them, that we have had, for they 
are entitled to them. 

If necessary to make us appreciate our 
duties, bring back the troops from the hell- 
holes of the world, place them in the factor- 
ies—take the war workers and place them 
in the fox-holes, and I will guarantee that 
our production will be increased, and much 
of it doubled within 30 days. We would 
have no more feather bedding, no more 
slow-downs, no more restrictions on effort. 
The perpetual slow-down in war industry 
caused by absenteeism, particularly in the 
aircraft industry where it exceeds an aver- 
age of 10 per cent, is probably the most 
flagrant abuse of your obligation. 

It is not the shortage of manpower hours 
that is slowing up the badly needed produc- 
tion of our war weapons. It is the short- 
age of productive manpower hours, for 
again none of us is producing so much that 
we cannot, all of us, produce a little more. 
There are still millions of old men and mid- 
dle-aged women, unemployed by war indus- 
tries, who would gladly and conscientiously 
contribute if given an opportunity. 

And it is now time that our Congress 
should provide legislation, to provide first, 
upon his release or discharge, that any 
member of our armed forces can be employ- 
ed by any employer without having to join 
any organized labor unions. 

Second, upon his employment, he shall 
have equal voting rights with any other 
employees in any union, and any employee 
and management plan of the employer. 

Third, his seniority in relation to other 
employees of draft age should date as of 
the day he enlisted or was inducted into his 
country’s service. 


—\—9—_—_____. 
The largest union contract ever negoti- 
ated for white collar workers was recently 


entered into by the Prudential Insurance 
Co. It covers 18,000 employees. 
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COLLAPSE OR BOOM AT THE END OF THE WAR 


HAROLD G. MOULTON and KARL SCHLOTTERBECK 


Conclusions of a Brookings Institution study 


HILE accumulated shortages and de- 
ferred demands will assure for num- 
erous lines of industry great activity in the 
immediate postwar period, other lines are 
likely to be confronted with serious difficul- 
ties—because of reconversion costs, short- 
ages of working capital, and precarious 
margins of profit. The less hopeful outlook 
for satisfactory earnings is attributable 
chiefly to the high level of wage and raw 
material costs resulting from wartime pol- 
icies. 

However, the economic situation during 
the first two years following the war is 
likely to be distinctly better than that of 
the late thirties. The combination of large 
continuing foreign needs and huge domestic 
replacement demands should, despite the 
“spotty” situation, result in a volume of 
production well above that of the years 
immediately preceding the war. 


The unemployment situation in the first 
two years after this war should be of much 
less serious proportions than it was in the 
years just prior to the war. We might rea- 
sonably expect that the number of workers 
who would not be absorbed in normal pro- 
ductive activities would not exceed 3 to 4 
millions, as compared with 8 to 9 millions 
of unemployed in the late thirties. If it 
were not for the unfavorable cost-price out- 
look in manufacturing industry, we would 
be inclined to place the prospective level of 
production during the replacement period 
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considerably higher than the foregoing 
statement would indicate. 


The first two years or so after a war, 
as past experience reveals, are the easiest 
not the hardest. Stimuli rooted in the war 
still continue—but in a reverse way. Just 
as the extraordinary war demands stimu- 
late and point the way for the expansion 
of war production, so the accumulated needs 
resulting from wartime restrictions and the 
consequent shortages stimulate and point 
the way to the resumption of peace pro- 
duction on a vast scale in order to meet 
urgent replacement requirements. Eco- 
nomic difficulties are more likely to occur 
after the replacement period is over and 
the demand cycle produced by the war has 
ended. 


While we may thus look forward with 
reasonable assurance to the period of tran- 
sition immediately following this war, it 
should be soberly noted here that the re- 
placement process will not of itself have 
solved our longer-run basic economic prob- 
lems. That is to say during this interval 
the forces responsible for a relatively sat- 
isfactory level of production and employ- 
ment will not have brought a solution of 
such problems as the following: (a) the 
huge public debt and the unbalanced bud- 
get; (b) the re-establishment of balanced 
international trade and financial relations; 
(c) agricultural adjustment, both to the 
domestic and the world situation; (d) the 
relations of labor and management; (e) the 
maintenance of an effective balance between 
consumption and productive capacity; and 
(f) effective co-operation between govern- 
ment and industry. 


The real test of this country’s ability to 
maintain prosperous conditions will come 
after the comparatively easy period of 
transition. Our future will depend upon 
the progress which we can make during the 
transition period toward the elimination of 
basic sources of economic maladjustment. 
Unless genuine progress toward the solu- 
tion of these problems can be made, we 
would find ourselves little better off than we 
were before the war. Indeed, we would be 
worse off for we would have added the 
complications of a vast new public debt. 
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SIGNIFICANCE OF INTERNAL PUBLIC DEBTS 


WINTHROP W. ALDRICH 
Chairman, Chase National Bank, New York 


HE Federal debt of the United States, 

| direct and guaranteed, comes to about 
114 billion dollars, and eventually it may 
reach a peak of 250 or even 300 billion dol- 
lars. Whether a large internal debt consti- 
tutes a burden, and, if so, the specific nature 
of that burden gives rise to many ques- 
tions, summarized in a query: “How large 
an internal debt can a nation stand?” What 
is meant is the amount of debt that a nation 
can support without a substantial increase 
in prices, without drastic changes in the 
economic position of various groups in the 
community, and without damage to the post- 
war economic and political position of the 
country. 


The amount of debt that a nation can 
support depends, in the main, upon four 
factors: The first factor depends upon the 
use of the proceeds of the debt. If, for ex- 
ample, these were used for income-produc- 
ing projects, a nation obviously could stand 
more debt than if the proceeds were used 
for purposes which, from an economic point 
of view, were non-productive. 


The second factor is the amount of the 
service charge. If it is assumed that our 
total debt will reach a peak of 250 billion 
dollars, the interest burden, at an average 
of 2 per cent, would come to 5 billion dollars 
annually. Should interest rates rise, as 
they well may, the interest burden would 
increase accordingly. This post-war an- 
nual service charge is also predicated upon 
the assumption of no net reduction in the 
debt, although failure to reduce the debt 
would mean an abandonment of the tradi- 
tional policy of this nation, which has been 
that of bringing about reductions in debt 
following wartime increases. 


Superimposed upon this annual interest 
charge would be civil and military expendi- 
tures varying from 10 to 15 billion dollars. 
Total Federal expenditures would consti- 
tute a serious burden for the economy unless 
one of two developments occurred: infla- 
tionary increases in commodity prices on 
the one hand, or actual increases in the pro- 
duction of goods and services on the other. 
The first development would increase money 
income and so reduce the relative money 


From address before the Connecticut Bankers 
Association, Jan. 21, 1943. 


burden of Federal debt; the second would 
increase real income and so reduce the rela- 
tive burden of Federal debt in terms of 
goods and services produced. The latter is 
the only equitable and desirable way of re- 
ducing the relative burden of debt (as fol- 
lowing the Civil War and the first World 
War). 


Increasing Real Income 


Real income may be increased if efforts 
are made to stimulate private initiative and 
enterprise and to reopen the channels of in- 
ternational trade. The stimulation of pri- 
vate initiative is largely a matter of the 
policies that are adopted by government, 
business, agriculture and labor. The policy 
of government with respect to the monetary * 
system, to the capital markets and to taxa- 
tion, if properly directed, can make an im- 
portant contribution towards increasing gen- 
eral business activity. Of equal signifi- 
cance are the attitudes of industry, agricul- 
ture and labor towards prices and wages. 
If prices are not subject to artificial con- 
trols or monopolistic practices, the’ econo- 
mic system will possess a flexibility which 
will permit it to make adjustments to chang- 
ing economic conditions. . Significant, too, 
are the pioneering work of engineering and 
research laboratories and the formulation 
of plans for the reconversion of industry 
following the end of hostilities. Through 
the adoption of forward looking policies on 
the part of government and of various eco- 
nomic groups in the community, the amount 
of risk capital that is available for venture- 
some production will greatly increase. The 
amount of such capital need not be large, 
for, in serving as a primer to the economic 
system, it exerts an influence disproportion- 
ate to its size. 


If the channels of international trade are 
to be reopened, trade and tariff barriers 
must be reduced, foreign exchange controls 
removed and multilateralism substituted for 
the bilateralism of the past decade. 


The increase in real national income may 
be of sufficient magnitude not only to effect 
a substantial reduction in the relative debt 
burden, but also to permit an actual reduc- 
tion in the amount of debt. Post-war poten- 
tialities in the field of housing, of consumer 





demand, and in foreign trade present a vista 
of great economic opportunity. To achieve 
the goal envisaged, the dynamic forces of 
private enterprise must be released. 


Maturity Distribution 


The third factor is the maturity distribu- 
tion of the debt. The greater the amount 
of short-term or floating debt, the more 
vulnerable is the position of the Treasury 
because frequent refinancing is necessary. 
The refinancing might come at a time when 
interest rates are rising, or at a time when 
market conditions are adverse. 

Similarly, a large redeemable debt places 
the Treasury in a precarious position. At 
the present time, there are 15 billion dollars 
of redemption obligations outstanding. 
Large amounts of these might be presented 
to the Treasury for redemption, either for 
the purpose of paying taxes or for the pur- 
pose, in the post-war period, of purchasing 
consumers’ durable and non-durable goods. 
To meet this liability, the Treasury might 
be forced to sell obligations in the market, 
which would probably take a short-term 
form and be sold to the commercial banking 
system. In order to avoid the hazards in- 
volved in a large floating debt or in a large 
redeemable debt, or of both in combination, 
the Treasury should issue the greatest pos- 


sible amount of its obligations in a long- 
term negotiable form to be sold to the ulti- 
mate investor. 


Ownership Distribution 


The fourth and perhaps the most impor- 
tant factor has to do with the ownership 
distribution of the debt, which has two as- 
pects—the one concerns the distribution of 
the debt between various income groups 
and the other concerns the distribution of 
the debt between commercial banks on the 
one hand, and all other types of buyers on 
the other. If a public debt is widely dis- 
tributed among all income groups in the 
community, a larger number of people will 
acquire a conscious personal interest in gov- 
ernment fiscal policy. 

A wide distribution of the public debt 
helps to eliminate disputes between bond- 
holders and other groups because it eases 
the transfer problem, which has to do with 
the collection of taxes to service and re- 
duce the debt. If the debt is widely dis- 
tributed, the bondholding and taxpaying 
groups tend to become identical. Taxes to 
service and reduce the debt tend to be col- 
lected from the same groups that own the 
debt. Hence, there are no great shifts of 
income within the population to give rise 
to economic and political dissensions. 
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No public debt, however, is “ideally” dis- 
tributed. Too large a proportion of our own 
debt has had to be purchased by commer- 
cial banks, a fact which not only aggravates 
the transfer problem, but also produces an 
inflationary expansion of bank deposits and 
carries with it serious implications for the 
banking system. Through 1942, commercial 
banks absorbed $19 billion of government ob- 
ligations, 38% of the increase in the total 
debt and 54% of the total increase in mar- 
ketable obligations. Through 1943, it is 
estimated that the commercial banking sys- 
tem may have to absorb $40 billion of gov- 
ernment obligations, an amount equal to 
about 60% of the estimated increase. The 
size of the residual to be taken by commer- 
cial banks will depend, among other factors, 
upon the rates of interest paid to induce in- 
dividuals to absorb the debt and the sales 
efforts that are made to lodge securities 
with ultimate investors. 


Minimizing Debt Expansion 


This analysis emphasizes the fallacy in 
the point of view of those persons who as- 
sert that there is slight reason to fear a 
rising domestic debt. Increases in the public 
debt in time of war should be held to a mini- 
mum. To accomplish this result, taxation 
must be of such a character that it will 
absorb as much as possible of current dis- 
posable income, that it will reduce personal 
consumption and that it will divert produc- 
tive facilities to the manufacturing of war 
material. 

The best taxes for this purpose are the 
individual income and retail sales taxes. In- 
come tax exemptions and rates must be so 
fixed that the great mass of income is 
tapped. Income taxes should be related to 
current income and, in so far as is possible, 
should be collected at the source. Federal 
retail sales taxes should form an integral 
part of war finance, even though one may 
be convinced that they are not a good form 
of taxation for the Federal government in 
time of peace. 

The size of our domestic public debt and 
the manner in which it is financed will, to a 
considerable extent, determine the political 
and economic role of this country in the 
post-war world. 


——————— 


Dr. Alvin H. Hansen has been appointed 
economic adviser to board of directors of 
the Federal Reserve Bank of Boston. He 
is Littauer professor of political economy 
at Harvard University and author of nu- 
merous books and articles on economics. 
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SOCIAL SECURITY AND PRIVATE LIFE INSURANCE 


T. J. V. CULLEN 
Editor, The Spectator 


Digested from The Spectator, January 1943 


HOSE who do not live only today and 

for today but who have a knowledge of 
the past and a sensing of the future, will 
happily agree with the purpose of any social 
security or social insurance plan. But they 
will be more than ordinarily suspicious of 
government sponsored panaceas. And for 
this one reason only: every single one has 
ended in disappointment and failure. Only 
two methods have ever proved successful in 
fighting disease and want and insecurity. 
In the metaphysical world there has been 
charity. In the material world there has 
been life insurance. 


No matter then how much one may sym- 
pathize with the thoughts and sentiments 
which prompted the Beveridge Report and 
which are pushing the social insurance plan 
in our own country, one will find it impos- 
sible to ignore all of its many historical 
predecessors. The invaluable lesson of his- 
tory lies in the fact that there are forces 
greater than goodwill, scientific inquiry or 
government dictation blocking the way to a 
permanent social security set-up. If these 
forces are ignored, the plan is doomed. 
There is one word to describe these mys- 
terious forces and that word is “economics.” 


Nothing will be taken from the social 
merits of the Beveridge Plan to look at it 
through the glasses of economic perspective 
and shake one’s head as to the financial 
soundness of a scheme which builds tower- 
ing and ever broadening plans of Social 
Security upon an ever narrowing base. But 
much should be admitted even by the most 
uncompromising believers of the British 
Plan, including the following. Mankind has 
not yet been able to put forth a government 
which is productive on its own account or 
which can not only promise to pay out to 
the people half a billion or even a billion 
pounds but at the same time produce it 
without falling back upon those forces of 
economic activity which alone have created 
wealth in the past. The Beveridge Report 
keeps both eyes glued to the Treasury but 
gives not even half a look to that ultimate 
wealth creator, namely, the economic po- 
tential of the Empire. To produce wealth 
the individual must be given an impetus to 
strive and plan that his ambitions may be 
met and some of life’s luxuries made pos- 


sible of attainment. There must be a re- 
ward for work and thrift. 


We have not yet learned that Social Se- 
curity, to be workable, must be conceived 
in the light of economic factors, and of eco- 
nomic possibilities. Not only is it the pre- 
vailing tendency to treat social problems 
without due consideration to the underlying, 
all-important economic factors, but if the 
experience of the past is any criterion, the 
tendency is directed clearly against at least 
some of these economic forces. An attempt 
is made too often to lift the social issue 
out of its natural organism and treat it as 
a separate matter. Social Security bears a 
definite relation to the economic condition 
in which the Nation finds itself. The de- . 
mand for security from want arises when 
this economic and financial structure is at 
its worst. The demand practically vanishes 
when the economic activity is at its highest. 


How to Attain Objective? 


Accepting the principle that freedom from 
want for all the people is the prime ob- 
jective of the individual as well as society, 
the question arises how best can such a 
boon to humanity be attained. Shall the 
government be sole repository for the indi- 
vidual’s social security or shall it guaran- 
tee the stability and sole functioning of 
private creations dedicated or organized for 
the same purpose? If some contribution 
to the social security program is to be the 
responsibility of the individual and private 
enterprise, and if the government is not the 
right and proper authority to carry solely 
a permanent program of social insurance, 
what is the agency most capable of doing so? 


As long as America adheres to her tradi- 
tion and democracy it will be first the task 
of private enterprise, as the only force 
capable of doing so, to restore economic 
activity back to a point where everybody 
who wants to work can do so. The leaders 
of the economic effort have an imperative 
duty under modern conditions to find the 
means and the basis and then to institute 
and coordinate the factors upon which such 
full-scale activity can be built. 

The fact that millions of people cry for 
some kind of insurance against the uncer- 
tainties of the economic struggle, is a chal- 
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lenge to the institution of life insurance, as 
it is functioning at present. Disregard of 
this demand and its social force might 
change the challenge to an indictment. The 
implication to the life insurance companies 
of the widespread demand for social insur- 
ance seems obvious. Millions of people can 
afford to pay for protection on a modest 
scale at current costs. But what they can 
afford to pay is not enough to buy the kind 
or amount of insurance they need. From 
the official statistics of our own social and 
medical experience we know that on account 
of sickness alone the average workingman 
pays, in the cost of treatment and drugs, 
not so much as in the loss of wages, approxi- 
mately $70 a year. 


Would it not seem at least desirable for 
life insurance companies to devise and issue 
an insurance policy which will attempt to 
provide the far-reaching protection which 
the social security program of the Govern- 
ment has to inaugurate? Confined to mini- 
mum requirements of protection, it must not 
only embrace the multiple complications 
which confront the average workingman, in- 
cluding death and disease, but also the 
hazards arising from age, depression, un- 
employment and economic insecurity. Of 
course such a policy must be at a cost low 
enough so that it can be bought by the 
great majority of people who are now prac- 
tically out of life insurance reach. 


The choice may be made more palatable 
by the grim prospect of the alternatives, 
which is the institution of an all-embracing 
system of social insurance, and the likely 
placing of all life insurance and its related 
activities under control of the Federal Gov- 
ernment. 


EFFICIENT 
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Trust service by Georgia's largest trust 
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ABA Opposes Socialized Credit 


The position of the American Bankers As- 
sociation with respect to socialized credit 
and government subsidized credit was stated 
by A. B. A. president W. L. Hemingway at 
a joint meeting of the Association’s Agri- 
cultural Commission, its Food for Freedom 
Committee, and its Subcommittee on Agri- 
cultural Credit of the Federal Legislative 
Committee. The statement follows in part: 


“The American Bankers Association has 
long been opposed to the socialization of 
credit by the government. By socialization, 
we mean the extension of credit and the 
making of loans by the Federal Government 
with costs and losses paid out of the Fed- 
eral Treasury either directly or indirectly. 


“It is recognized that direct relief by the 
government in times of serious economic 
stress may involve some granting of loans 
from public funds as a temporary emer- 
gency expedient. However, the continued 
practice of making uneconomic loans from 
public funds, without adequate consideration 
of the ability of the borrower to repay and 
with the losses socialized at the expense of 
the taxpayers, violates the principles on 
which credit rests and thereby endangers 
the foundation of a sound credit structure. 

“We recognize the rights of farmers or 
any other group to establish, operate, and 
maintain cooperative credit enterprises. We 
believe, however, that such _ institutions 
should be operated on a self-supporting 
basis and that income should be adequate 
to cover the costs of operation, including 
credit losses. Continuing losses of any such 
institutions should not be subsidized out of 
the Federal Treasury. 


“The American Bankers Association be- 
lieves that the agencies of the Farm Credit 
Administration should be farmer-owned and 
farmer-controlled credit institutions. 


“The present subsidies enjoyed by the 
Production Credit Associations in the form 
of government capital should be returned to 
the United States Treasury as soon as prac- 
ticable. 

“The American Bankers Association main- 
tains the position that it is not in the public 
interest for the government to engage in 
the lending business where local credit is 
available in adequate supply and at reason- 
able rates.” 

—$_Q—$—____——_ 


The annual spring meeting of the Exe- 
cutive Council of the American Bankers 
Association will be held in New York City, 
April 11-14 at the Waldorf Astoria Hotel. 
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REMEDY FOR FOOD SHORTAGES 


HERBERT HOOVER 


OOD supply has now become secondary 

only to military operations in determin- 
ing the outcome of the war. And it will 
take first place in saving the world from 
anarchy after the war. The burden of fur- 
nishing food supplies to the United Nations 
now and to a starving world after the war 
rests largely upon the American and Cana- 
dian farmer. 


The shortage of labor, of machinery and 
methods of price control are limiting the 
vitally essential expansion of this produc- 
tion. Unless we can quickly reverse these 
limiting forces there are dangers to the 
conduct of the war and the winning of the 
peace. It may definitely increase the suf- 
fering after the war, for the greatest need 
of these millions of starving people will be 
meats and fats. 


We in the United States are short of 
meats and fats, not only because we must 
supply the deficiencies in our allies and be- 
cause our possible imports of meats and 
fats are curtailed, but because our armed 
forces eat more of them than they do in 
civil life. But there is an even deeper cause 
of these shortages. We had all these bur- 
dens and difficulties in the last war. We 
are today exporting less than half the meats 
and fats to our allies that we did in the last 
war, for we then had to support France, 
Belgium and Italy also. Yet with this lesser 
burden of exports we are threatened with 
greater shortages of meats and fats on our 
home front than in World War I. 


The larger problem which confronts us 
is that since the last war American live- 
stock has decreased in proportion to the 
growth of human population. 


Curing the Deficiency 


Agriculture must be envisaged as a muni- 
tions industry. The farmer must receive 
men and tools if he is to perform his part, 
which he will willingly do. Much of farm- 
ing is hard physical labor. Skills cannot be 
learned quickly. But with organized pre- 
paratory training women can be of great 
service for lighter, simpler tasks. 


There are other major remedies. The 
first is to cease the draft of labor from the 
farms into arms and munitions. The sec- 


From address before the National Industrial 
Conference Board, Jan. 21, 1943. 


ond is for industry to rigidly economize on 
labor and for labor to economize and release 
the economies to the farmer. The third is 
large and temporary import of Mexican 
farm labor. The fourth is to furlough farm 
boys from the Army for the few months of 
peak planting and harvest, they remaining 
under military direction, and in our case to 
draw both the Army and farmers’ pay. 


Food cannot be allowed to go to the high- 
est bidder. Prices and wages must be con- 
trolled to check inflation. But prices also 
dominate production. They can be the most 
powerful stimulant to production. They can 
stifle production. Some bacon to the con- 
sumer at a few cents more is better than 
too little bacon. 


At best, price controls of food can be only * 
a brake upon the pressures of shortage and 
inflation. Prices on food have risen about 
16 per cent since they were partially applied 
a year ago and about 9 per cent since they 
were fully applied. This, in fact, comprises 
a slightly larger rise than took place dur- 
ing the first year of food control in the last 
war under other methods. 


The first reform needed is to abandon 
retail price ceilings on food and to fix prices 
as near the farm as possible. And they 
can then be fixed to stimulate production of 
the things we need. The consumer can be 
more effectively and more simply protected 
by regulating the turnover and profits of 
the food processor and the markups of the 
wholesaler and retailer. 


The second reform is that all the func- 
tions of price control should be vested in the 
Secretary of Agriculture. 


We shall still need to reduce our domestic 
consumption if we are to feed the Allies and 
our armies. We have margins of consump- 
tion which can and must be reduced—and it 
means rationing. But with maximum pro- 
duction the hardships on the home front 
would be less. In rationing the American 
people, with their widely different habits, 
products and problems, the system should 
be decentralized into the States and under 
State administrators and not centralized at 
Washington. 


But the first and imperative necessity is 
to get more production. The fate of the 
world may depend upon it. 
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MANAGED CURRENCY IN POSTWAR PERIOD 


RT. HON. REGINALD McKENNA 
Chairman, Midland Bank Ltd., London 


Digested from Banker’s Magazine, London 


E are living, and will continue to live, 
under the dispensation of a man- 
aged currency. Public warnings are rightly 
directed today against the evil of inflation, 
but when the war is over, deflation may 
become the enemy, as it was for a number 
of years after the last war. The spiral of 
deflation is no less vicious than the spiral 
of inflation, though in gold standard days 
its evils were marked at the onset by the 
satisfaction of the monetary authorities at 
an influx of gold, and they may be masked 
under a managed currency by the gratifica- 
tion of the consumer at a fall in prices. 
Monetary management is no easy task. 
It has become possible, in recent years, 
only through the growth of statistical in- 
formation on production, employment, the 
price level and other relevant matters. It 
offers the monetary reformer a wide field 
for thought. How is a fair degree of sta- 
bility in the internal purchasing power of 
a currency to be maintained? How is its 
relation to external currencies to be regu- 
lated? What degree of divergence from 


the standard price level should be tolerated 
without counteraction? How should coun- 
teraction be taken? What indices besides 
the price level should guide the monetary 
authorities? What are the limits of na- 
tional autonomy in these matters? Here 
are some of the many questions to which no 
one can give the final answers. 

By comparison, there was a misleading 
simplicity about the gold standard—mis- 
leading because it ignored all troubles and 
difficulties arising out of an excess or de- 
ficiency of money, and had fulfilled its pur- 
pose when the currency was maintained at 
its nominal gold value. 

A managed currency is indeed more dif- 
ficult to handle, but the experience gained 
in working it, both before and during the 
war, in times of depression and of full em- 
ployment, justify the expectation that its 
proper use may go far to spare the nation 
and the world many of the trials and suf- 
ferings that followed the misguided turn- 
ing “back to gold” after the last war. This 
time we must look forward. 


FREE ENTERPRISE THE DRIVING FORCE 


HENRY A. WALLACE 


HE spirit of competition will and must 
continue to be one of our main driving 
forces. 

We can have full employment in this 
country without destroying private initia- 
tive, private capital or private enterprise. 

Government can and must accept the 
major responsibilities for filling in whatever 
gaps business leaves. 

The more private enterprise succeeds in 
maintaining full employment, the less gov- 
ernment spending will be required. 

Individual initiative and enterprise, and 
government responsibility for the general 
welfare, will continue to pull in double harn- 
ess, for a better life for our people. 

Horatio Alger is not dead in America and 
never will be. 

We need the driving force of self-interest 


to get most of the work of the world done. 

We cannot go back to the past complete 
lack of economic responsibilities and insure 
full employment at the same time. 

I hope that some kinds of easy money- 
making are gone for good—money made by 
the old-fashioned manipulation of security 
markets and of speculative commodity mar- 
kets, or by the unrestricted use of business 
monopoly powers which strangle trade, kill 
competition, and cut down production or 
jobs. 

Even tremendously large incomes will be 
less common in the future, not only because 
they are bad for those that receive them 
or at least their children and grandchildren, 
but also because they build up hoards of 
idle money instead of putting people to work 
and concentrate control of industry. 
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PAY AS YOU EARN PLAN 


NICHOLAS PICCHIONE 
C. P. A., Providence, Rhode Island 


From 


HE general objective of the Rum! Plan 

is sound, but the method of arriving 

at the objective is defective and the prac- 

tical results inequitable. A careful study 

of the mechanics reveals that the plan, as 

a whole, not only fails to accomplish its 

avowed objectives but is in reality unfair, 
undesirable and unacceptable. 

The ideal plan is one that collects the tax 
at the source, in short, one that collects the 
tax during the current year out of current 
earnings. 'To accomplish this will necessi- 
tate the cancellation of tax debts at a given 
point. 





Operation of Plan for 1943 


(Married persons—no dependents) 
Net income for 1942 
per 3/15/43 return 
Tax due : a 
Credit per Plan : 


$4,000 
532 
532 


$100,000 
64,060 
1,080 


Net tax due , 2s $62,980 


Basic Computations 


Net income for 1942 ____. $4,000. 
Tax debt for 1942 pay- 
able in 1943 0 
Tax debt in 1943 on 1943 
income a eho a 0 
Less—(a) 5% Victory 
Tax deducted from 
Jan. 1 to March 31, 
1943 - 42. 
(b) First ‘quarterly 
installment paid 
March 15, 1943 ___. 
Net tax due from April 
1 to Dec. 31, 1943 (39 
weeks) - 
Weekly deductions from 
April 1 to Dec. 31, 
1943 (39 weeks) 12.55 


Operation of Plan for 1944, etc. 


Net income for 1944 $4,000. $100,000. 

Tax debt for 1943 pay- 
able in 1944 

Tax payable in 1944 on 
1944 income 0 

Weekly deductions 10. 23 1,232. 


$100,000. 


62,980. 


1,234. 
15,745. 
490. 


46,001. 


1,179. 


64,060. 


Taxes—The Tax Magazine, 


January, 1943 

Every taxpayer, effective on tax returns 
due March 15, 1943, will receive credit for 
the amount of tax not exceeding the tax on 
the first $5,000 of surtax net income, plus 
the tax on the first $5,000 of normal tax 
net income. Commencing April 1, 1943, all 
persons filing returns and paying no tax 
as of March 15, 1943 are to be subject to 
current tax deduction, based on current in- 
come. All other taxpayers are to be subject 
to current tax deductions based on prior 
year income as under the present system. 
The new 5% victory tax is to be cancelled 
and current tax deductions made from Jan- 
uary 1st to March 31st be applied against 
current year’s tax. : 


The effect of this plan is to automatically 
wipe out the tax debt for the year 1942 for 
approximately 95% of persons filing tax re- 
turns, or 31,350,000 persons. This means 
that these persons would start the year 
1943 with a clear bill of health, and that 
from now on they would pay their just 
share of the war cost on a weekly basis out 
of their weekly income. 


As for the other 5% of the taxpayers, 
approximately 1,650,000 persons, they 
would receive the same basic credit which 
in their case would result in a greater bene- 
fit in actual dollars and cents. For these 
few, comparatively speaking, the tax debt 
would be reduced but nct cancelled. 


F, iduciary Service in 
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Other Articles of Interest 


British Food Rationing: Many aspects of 
the British experience with rationing may 
be useful to our own rationers, concludes 
Dr. Jules Backman of New York University 
in this comprehensive survey of their exper- 
ience. Special attention is given to points 
rationing and other rationing techniques, 
the issuance of special rations, restaurant 
rationing, black markets and relationship 
to other controls. 

Dun’s Review, December 1942 


State and Local Wartime Fiscal Problems: 
A series of brief reports on round table dis- 
cussions concerning fiscal problems held in 
Seattle, Detroit, Denver, Boston, and Flor- 
ida. 
Tax Policy, November 1942 
War Contracts and Profit Limitation: The 
nature of government contracts in World 
War I and in this war is outlined by Buel 
W. Patch. Various aspects of profit limita- 
tion and renegotiation of contracts are 
briefly discussed. 
Editorial Research Reports, No. 16, November 
1942. 


Price Control Record: The Second Quar- 
terly Report of the OPA furnishes a com- 
prehensive picture of that agency’s opera- 
tion from May 1 to July 1942—the first 
months of the General Maximum Price 
Regulation. A report contains an effective 
indictment of the farm parity concept and 
indicates how it leads to further inflation. 
Useful appendices, showing the records of 
price orders issued, defense rental areas 
and rationing orders are also included. 

Office of Price Administration, Wash. D. C. 


The Controlled Materials Plan: The prior- 
ities program has gone through several 


stages with Controlled Materials Plan as 
the latest version. Henry C. Chapman ex- 
plains the operation of this plan and how 
it affects business. 

NACA Bulletin, Jan. 15, 1943 


The Ration Banking Plan: A pamphlet 
published by OPA describing the operation 
of the plan and the basis for bank partici- 
pation. 


Your Stake in Capitalism: Eric Johnston, 
president of the U. S. Chamber of Com- 
merce, issues a clarion call in favor of the 
capitalistic system. There is none of the 
usual pussyfooting in this statement. His 
creed may be stated simply. 

“Business must be allowed to keep enough 
savings, enough profits, enough new capital, 
to be able to go ahead into new investments, 
new adventures, new service. 

“Free enterprise is like a motorcycle. It 
must move. If it stops for lack of gasoline, 
it topples. And then... there is only total- 
itarian governmentalism. What is the price 
of freedom? I say it is the capital with 
which to operate capitalism.” 

We recommend this article as 
reading. 


must 


Reader’s Digest, Feb. 1943 


You Will Be Mobilized: What will be the 
nature of our war economy over the next 
year? In this article Harry Hopkins tells 
what he thinks must be done to mobilize 
the economy for an all-out war effort. The 
core of his program is that no one “should 
be allowed to decide for himself how much 
he will do or how much he will give.” This 
article will be an eye opener to many. 

American Magazine, Dec. 1942 
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REDEMPTIONS OF CANADIAN WAR 
BONDS 


A large number of Victory Bonds and 
War Savings Certificates “are not staying 
sold.” According to the National War Fi- 
nance Committee, since the 2nd Victory 
Loan was floated in Feb. 1942, almost 
339,000 individual $50 and $100 bonds have 
been cashed in. About 78,000 came back in 
October alone. The 268,000 $50 bonds turn- 
ed in represented about 24% of the total 
number sold in that denomination. The 
71,000 in $100 bonds turned in was almost 
10% of the total sold. The total cash value 
of these redemptions has aggregated $20,- 
500,000. 

The record for war savings certificates 
has also been poor. Of $185 millions sold, 
redemptions were $20 millions or 13%. Re- 
cently $2 million have been redeemed out of 
$6 million monthly. 


NEW ZEALAND WAGES AND PRICE 
CONTROL 


The freezing of all wages and salaries 
has been announced. Increases will only be 
permitted if the national price index for 
essentials rises 24%%. When that takes 
place, the Industrial Court will fix a new 
scale of wages. The number of price fixed 
products has been increased to 110 from 
38. Rents are also frozen. 


VICHY BUDGET 


Expenses for 1943 are estimated at 128 
billion francs and total revenues at 102 bil- 
lion francs leaving a deficit of 26 bil- 
lions. These totals apparently do not in- 
clude the costs of occupation assessed by 
Germany which at the rate of 400 million 
francs daily would total 146 billion francs 
a year. These latter costs are reflected in 
the 201 billions the government owes the 
Bank of France. 


INFLATION IN CHINA 


Mme. Wellington Koo, wife of the Chinese 
Ambassador to Great Britain, reports that 
in the past year prices have risen “in terms 
like 5 times, 10 times, and 50 times.” A 
meal costs $3, a yard of cloth $100. A one- 
room hut, made of mud and straw, costs. 
$3,500. A trip by sedan chair, which form- 
erly cost 60 cents, now costs $6. People 
cannot afford to buy coal, as it costs 1,000 
Chinese dollars a ton. In Chungking, hotels 
are asking 50 Chinese dollars for a night. 
According to the N. Y. Times, the volume 
of currency has increased 12 times since 
the war began. 


Civil servants have been particularly af- 
fected by these trends. “The government 
subsidizes its employees by selling them 
rice, coal, salt, cloth, and vegetable oils at 
reduced prices and by providing monthly 
living allowances in cash and rice.” 


BRITISH DEVELOPMENTS 


Furniture is being rationed on a points 
system with points given primarily to new- 
lyweds and those bombed out. 

A national pool of children’s clothing is 
being considered by the Board of Trade. To 
offset the shortage of raw materials, out- 
grown garments may be exchanged for ade- 
quate sizes under this plan. 

The manufacture of all wool clothing is 
to be stopped at the beginning of March. 


GERMAN CLOTHES RATIONS 


Clothing rations have been reduced. The 
new ration card has 100 points and is good 
for 18 months (5-5/9 points per month) as 
compared with the previous 16 month card 
good for 120 points (7% points per month). 
As an offset, overcoats have been taken off 
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the card but can be obtained only if the 
applicant is in “dire need.” A new suit 
may be obtained only if the purchaser can 
“satisfy the authorities that he has only one 
other suit.” Priority on clothing is given 
to workers and victims of air raids. 


OTHER CONTROLS 

Householders in Switzerland will receive 
only 15% of their normal requirements of 
coal this winter. : 

Gasoline rationing has been introduced 
in Panama and the Canal Zone. 

The fuel shortage has resulted in cur- 
tailing the Italian school year to 173 days, 
the shortest in history. 

Owners of stored automotive vehicles in 
Great Britain must report the information 
to the government which is establishing a 
record of tires available for requisitioning. 

Bermuda is rationing imported fodder. 
Both business and farming have been ad- 
versely affected by the transportation diffi- 
culties attending the scarcity of horse feed. 

The cost of living index in Canada drop- 
ped during December from 118.8 to 117.1 as 
a result of the government’s policy of sub- 
sidizing certain staple foods, in conjunction 
with the price ceiling in effect there. 
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Revenue Receipts Double 


Internal revenue collections of $16,774,- 
416,290 for1942 were almost double the re- 
turn of $8,689,097,890 for 1941, according 
to figures released this month by the Treas- 
ury Department. The states which did much 
better than double their “contribution” in- 
cluded Alabama, Connecticut, Mississippi, 
North Dakota, Oregon, and South Carolina. 
On the other hand, the following were con- 
siderably under twice their 1941 figure: 
Colorado, Delaware, Florida, Indiana, Ken- 
tucky, North Carolina, and Virginia. 
Whereas in the previous year total collec- 
tions exceeded one billion dollars only in 
New York, six states jumped over that 
mark for 1942—New York, Pennsylvania, 
Illinois, Ohio, Michigan and California, in 
that order. 


—————0 


The Office of Alien Property Custodian 
is offering to American industry some 50,- 
000 patents formerly owned by residents of 
enemy and enemy-occupied countries. In 
this connection, it has issued a pamphlet 
outlining the policies which have been 
adopted for their administration. 
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MANPOWER DRAFT: What is “‘Essential’’ Work? 


Editorial 


ROPOSALS for a Selective Ser- 
P vice Wartime Act promise some 
revolutionary changes in many lines 
of civilian activity. It is evident 
that we cannot be sure of winning 
the war half at war, half at peace; 
that needs of the State for war pro- 
ducts and services will not simply 


take precedence but will actually 
drive many lines of civilian enter- 


prise out of business. The first list 
of “non-essential” occupations 
(hairdressers, night-club attendants, 
doormen, etc.) is a healthy step to 
the extent it eliminates competition 
with the war effort for men, mate- 
rials, machines or transport, and 
we may expect this list to be supple- 
mented rapidly. Not only would 
certain occupations be designated 
as non-deferable for purposes of 
military or ‘“‘war- employment”’ 
draft, but it is anticipated that the 
replaceability of individuals in even 
the “essential” list will be consid- 
ered by local Manpower Boards as 
is done in England. 


That there are alternatives to such 
universal conscription deserves more con- 
sideration than appears to have been 
given, before millions of people are ar- 
bitrarily assigned to new jobs and thou- 
sands of useful businesses are bankrupt- 


ed and irreparable losses incurred by the 
nation as a “going concern.” Coopera- 
tive concentration in nucleus plants is’ 
one method of alleviation; closer approxi- 
mation to the 56-hour work week aver- 
age as in Britain is another; greater use 
of South American resources is possible; 
use of civilians in part-time war-work or 
defense still another (in Great Britain 
the Home Guard of nearly 2,000,000 men 
is on a part-time basis, allowing them 
to carry on other work at the same 
time) ; and greater incentives to produc- 
tivity yet another (as through Labor- 
Management Committee work, bonus pay- 
ments and elimination of made-work or 
featherbedding). An interesting inci- 
dent would be the result of ordering mil- 
lions of men and women to move—as 
proposed by some high government offi- 
cials—across the continent from their 
homes and to pay prevailing union dues. 

If the whole fabric of private enter- 
prise which, being the antithesis of fas- 
cism, is the sort of order we are sup- 
posedly fighting for and which the boys 
out front look to for jobs when they come 
back, is not to be arbitrarily torn apart 
or come apart through confusion, we will 
have to make very sure, very soon, just 
what occupations are “essential” to the 
war effort. This involves a narrowing 
between the obviously “war-essential” 
production and transport of ships, guns, 
planes, tanks, etc. and the obviously non- 
essential frills and luxuries. As the bor- 
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der-line cases are approached* it will be 
necessary—if more mistakes are not to be 
made of the sort that early resulted in 
depleting miners by draft, and now have 
created a dangerous farm labor shortage 
—to have a better balanced program than 
is now in evidence. Consideration will 
have to be given not alone to the cost 
and time of placing, transplanting and 
retraining to the new work, but to the 
necessary job left behind, where it is non- 
war but found to be necessary to what 
the English call “maintaining the essen- 
tial life of the community.” Classifica- 
tion by industries is extremely difficult 
and would require more thousands of 
government employees for “definition” of 
each case; the test must be the useful- 
ness of the end product or service. 
Thus, the transport and distribution fa- 
cilities are automatically brought into 
line—except as provisions for concentra- 
tion (or rotation) of outlet facilities 
may be necessary. 


Precipitate mobilization without re- 
gard to these conditions will only worse 
confound both war and civilian industry, 
accentuate bottlenecks, delay war produc- 
tion and do irreparable damage to patrio- 
tic citizens far beyond the gains, parti- 
cularly where the specialized skills in 
either field require long training. We al- 
ready have occupational questionnaires 
which show experience and skills, and 
should use these before arbitrarily pull- 
ing men out of jobs they are “good at.” 


Great Britain is introducing a pro- 
gram of part-time industrial work that 
suggests a more logical relief to man- 
power shortage, and even hard-pressed 
Russia has found it desirable to place 
emphasis on individual abilities and 
skills in many lines not yet recognized 
here as essential to a nation on a total 
war basis. 


The paternalistic attitude is perhaps 
the greatest danger to considered adjust- 
ment. It is one thing to belittle, as Harry 
Hopkins did in his article in the Decem- 
ber American Magazine, the “too many 
Americans” who say “I can’t possibly 

*For discussion of Banking Manpower Mobiliza- 


tion, see report in “Trust Operations” section, and 
following editorial. 
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afford to close my business and take a 
job at lower pay”—quite another to make 
an equivalent contribution to the national] 
welfare in a new and different work. It 
is one thing to call for prohibition against 
train-rides, phone-calls and telegraph 
service that are not “necessary,” another 
to build a great corps of government 
functionaries to determine what is 
“necessary.” It is one thing to say, as 
Mr. Hopkins says, “A man earning $10,- 
000 a year may have to take a job at 
$3,000 a year” and “he will forget his 
life insurance if necessary,” and another 
to get $10,000 worth of war work in time 
to be effective (enough more than can be 
done through part-time training and 
work now) or assure the protection of 
his dependents. The incentive complex 
has given way too far to the penalty com- 
plex in a nation where practically every 
person would be more patriotic and pro- 
ductive voluntarily if given opportunity 
instead of submitted to compulsion. 


Sets Up Post-War Employment 
Reserve 


The National Bank of Detroit has estab- 
lished a reserve of $50,000 for post-war 
employment readjustments. Explaining the 
purpose of this fund, vice president Benja- 
min E. Young wrote us as follows: 


“When the soldiers come back we expect 
to have more experienced talent on hand 
than we have work. We feel that these 
soldiers are entitled to their old jobs or 
other ones equally as good. At the same 
time, older people and young people who 
have come in to take their places do not 
deserve to be dispensed with. It might take 
a few months or maybe a year to work 
this problem out properly. Bank earnings 
may not be-on a high level at that time and 
while they are not at a high level now, 
at least now is the time during which pro- 
vision should be made to meet that problem. 
It will be our purpose to help find jobs for 
those who need them and perhaps in some 
of the older cases to provide additional re- 
tirement benefits in order to make way for 
the younger talent. While $50,000 may 
not go far in this direction, if the war is 
still on at this year end we probably will 
make additional provision toward that end.” 





EDITORIAL 


CONSERVING BANK & TRUST MANPOWER 


HE Report of the Committee on 
"Woes in Banking and Allied 
Businesses, presented to the British Par- 
liament in October 1942, reflects a quite 
different approach from our own, which 
is that of classification run riot. To be- 
gin with, the need of maintaining bank- 
ing service was recognized. While about 
55% of pre-war male employees have 
been called to military service in English 
and Scottish banks, and women have been 
built up to 42% of the total labor force 
in banks, deferment has been granted to 
over 7,500 men, constituting about 10% 
of bank personnel—most of them over 
35 and in positions of some responsibil- 
ity demanding long experience. The Re- 
port is a sober, thoughtful study of bank- 
ing needs. It analyzes means of obtain- 
ing further releases of labor “without in- 
terference with necessary public services 
and avoiding mere transference of 
essential work to other organizations.” 
Among the steps recommended are: (1) 
closing of marginal branches; (2) modi- 
fication of methods of work (less check- 


ing; less statistics; pooling of staffs; 
centralized bookkeeping); (3) reduction 
of services rendered (less frequent state- 
ments; elimination of many routine ad- 


vices); (4) utilization of part-time 
workers, especially “non-mobile women.” 

Not all banks here are in a happy posi- 
tion of having a number of branch- 
es, enough of which they can merge or 
discontinue or run on skeleton forces to 
supply replacement needs at the head 
office. But there are other means avail- 
able. It should be a primary responsi- 
bility of at least one officer, where there 
is no personnel manager, to see that all 
possible steps are taken to eliminate the 
frills of every department. Machines 
should be used to the utmost; machine 
manufacturers should be contacted to 
see whether additional uses can be found 
for existing equipment. 

A work simplification committee could 
be set up to encourage employees to co- 
operate in making suggestions for econ- 
omies and efficiencies. It would pay the 
head of each department to assume 
charge of this combing and restudy sur- 


vey. Or better yet, banks might adopt 
the Junior Advisory Board of Directors 
set-up, now in operation in Baltimore 
and Wilmington, for the conduct of such 
analyses and consideration of individual 
reports and suggestions. It is apparently 
erroneous to assume that the same num- 
ber of employees should—or can—be kept 
on bank operations (where they have not 
expanded unduly as a result of war in- 
dustries’ demands); one of the largest 
metropolitan trust institutions has found 
it unnecessary, by work simplification, to 
replace men who have left. 


We hear a great deal, from academic 
through official sources, about the sup- 
planting of men with women in business 
life. But it is not always as easy as it 
sounds; many newcomers to bank work 
are strangers to any sort of business ex- 
perience, and it will take time to learn 
the lessons of experience, to acquire not 
only speed but accuracy. And in trust 
work especially, it is of the essence that 
there be no oversights—potential liabili- 
ties can be built up that will plague their 
successors or be taken out of the hide of 
their institution by courts of short mem- 
ory. To remedy this, it would be well 
to review the retired or pension list, and 
to see whether some men could be 
brought back into active work. 


The tides are running fast, and im- 
mediate action will have to be taken while 
the means are still at hand to provide 
continuity and avoid confusion. New 
employees can learn the hard way, by 
trial and error, but this is expensive, 
and can be largely obviated by use of 
existing educational facilities in A. I. B. 
courses, books and trade periodicals’ re- 
ference service. In the national interest 
the goal, however, should be the current 
reduction of manpower demands by sim- 
plification of procedures, necessary over- 
time pay for experienced employees and 
adequate pension trust provision to re- 
tain those who have performed well 
throughout the years. Where new em- 
ployees are needed—and many women 
find trust work a most promising avenue 
—they can well be given every oppor- 
tunity to develop their talents. 





TRUSTS and ESTATES—February 1943 


EXECUTOR * TRUSTEE * CUSTODIAN * GUARDIAN 


OLD COLONY 


TRUST COMPANY 
ONE FEDERAL STREET, BOSTON 


T. Jerrerson Coo.ipcE Cuanninc H. Cox 
Chairman President 


New England’s 


Largest Corporate Fiductary 


Allied with Tur First NaTIonAL Bank or BosTon 





CURRENT EVENTS 


TRUSTEESHIP: WAR AND POST-WAR 


Wartime Trust Conference Discusses Role and Objectives of 
Professional Fiduciaries 


HE Wartime Trust Conference, re- 

placing the customary mid-winter 
meeting of the American Bankers Asso- 
ciation Trust Division, was eminently 
successful both from the standpoint of 
attendance and subject matter. Held in 
New York on February 9, 10 and 11, the 
sessions drew a registration which, in- 
cluding New York men, set a new high, 
to hear addresses and panel discussions 
on the pressing trust questions of the 
day. In addition to those noted here, 
these are reported throughout this issue 
(see Table of Contents). 


Interest in Economic Questions 


HE economic-investment panel dis- 

cussed the significance of the Fed- 
eral debt. Without any particular 
agreement, the sense of the group was 
that the debt could be supported at its 
presently anticipated level, but it is 
problematical whether any substantial 
reduction could be effected. It was 
pointed out that continued controls were 
necessary to maintain interest rates at 
the present low level. The development 





of international rehabilitation was held 
to be the basis for post-war American 
industrial and farm productivity, pre- 
mised however on free trade as a de- 
sirable condition. Participants in the 
panel were Dr. Paul F. Cadman, econ- 
omist for the American Bankers Asso- 
ciation, leader; Gwilym A. Price, presi- 
dent of Peoples-Pittsburgh Trust Co.; 
Prof. Willard Atkins of New York Uni- 
versity; and Prof. Montfort Jones of 
the University of Pittsburgh. 


At the luncheon which closed the 
Conference, and which was tendered by 
the New York Clearing House Assn., 
A. B. A. President W. L. Hemingway 
of the Mercantile-Commerce Bank & 
Trust Co., St. Louis, asserted that banks 
must not only sell war bonds but also 
preserve their value. This, he said, re- 
quires attention to economic proposals 
and developments which in turn depend 
upon a healthy international economy. 
Mr. Hemingway specifically suggested 
that each banker could render assis- 
tance by urging renewal of the recip- 
rocal trade treaties. 


Officers of the Trust Division 


HENRY A. THEIS 


LOUIS S. HEADLEY 


FREDERICK A. CARROLL 
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President Daniel L. Marsh of Boston 
University, speaking at the luncheon, 
made an inspirational address in which 
he urged the equal importance of educa- 
tional and military armament, citing the 
need of an understanding of American 
democracy. 


President’s Address 


RUST Division President Louis S. 

Headley announced the election of 
Henry A. Theis, vice president of the 
Guaranty Trust Company of New York, 
as vice president of the Division, and 
Frederick A. Carroll, vice president and 
trust officer of The National Shawmut 
Bank of Boston, as chairman of the exe- 
cutive committee. Thus Mr. Carroll, ac- 
cording to custom, will become vice pres- 
ident and then president of the Division. 


Elected to the Executive Committee for 
terms expiring in 1945 were: W. EIl- 
bridge Brown, vice president, Clearfield 
(Pa.) Trust Co.; Foster W. Doty, vice 
president, Commercial National Bank 
and Trust Co., New York; Edwin W. 
Marvin, vice president, Hartford-Connec- 
ticut Trust Co.; Daniel J. Monen, vice 
president, Omaha (Neb.) National Bank; 
and Evans Woollen, Jr., president of 
the Fletcher Trust Co., Indianapolis. 


Mr. Headley, who is vice president of 
the First Trust Company of St. Paul 
State Bank, referred, in his address open- 
ing the conference, to the activities of the 


Division during the past year. The re- 
vised textbooks on Trust Business, pre- 
pared by the Committee on Trust Educa- 
tion, with the assistance of Gilbert 
Stephenson, are expected to be ready this 
fall. The Committee on Trust Opera- 
tions has decided to delay preparation of 
a new manual until normal times have re- 
turned. As a result of the decision in 
Utah v. Aldrich, the Committee on Fidu- 
ciary Legislation has redoubled its efforts 
in recommending the adoption of statutes 
providing for exemption from double 
death taxation in those states which 
do not have reasonably satisfactory 
legislation on this subject. Of these 
there are now eight (Arkansas, Arizona, 
Georgia, Montana, Oklahoma, South 
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Dakota, Texas and Utah) and Mr. Head- 
ley urged leaders in these jurisdictions 
to lend their influence to the passage of 
such legislation. This Committee also 
supervised the preparation of a booklet 
on “The Prudent Man Rule for Trust In- 
vestment” with the cooperation of Mayo 
A. Shattuck, and now has under consid- 
eration among other matters a statute 
dealing with surrender of powers of ap- 
pointment. 


What’s Ahead 


URNING to problems facing trust 

men, Mr. Headley pointed out that tax 
laws and social readjustment are bring- 
ing about a redistribution of wealth, 
hence they must be in position to render 
trust service to smaller trusts in greater 
numbers. To do so, the cost of trust ser- 
vice must be brought within the reach of 
all who need it. The development of pen- 
sion trusts also requires trust institutions 
to prepare themselves to render manager- 
ial and investment service to these funds. 


Changes in the forms of wealth have 
worked changes in the fundamental func- 
tion of the trustee, Mr. Headley declared. 
To keep a trust continuously valuable, he 
must understand trends in industry and 
in social attitudes and movements, and 
keep in the vortex of productive and 
socially useful enterprises. To knowl- 
edge must be added power, unhampered 
by undue limitations upon his authority, 
said Mr. Headley. 


“Overshadowing all other dangers now 
is the threat of inflation,” he continued. 
“Conditions are ripe for still greater 
price increases.” Rationing and price 
control measures “are far from a com- 
plete antiseptic; prevention must start 
at the source. Increased spending power 
must be drained off before it reaches the 
hands of the spender by a rigorous policy 
of taxation and compulsory saving. 


“The source from which it comes is 
even more important. If ever there is 
justification for using the taxing power 
to accomplish an ulterior purpose it is 
here. Taxes should be levied not only 
for the purpose of producing the vast 
amounts necessary to finance the war but 
in such ways as will absorb a substantial 
part of the new and expendable income 
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which the war produces. Levies upon 
accumulated capital should be avoided. 
The estate tax has not the effect of curb- 
ing inflation; its use in these times should 
be reduced, not extended. Corporation 
taxes have little influence at present on 
consumer spending and are but slightly 
effective in curbing inflation. Taxes 
must be imposed where the new money is 
and where it is likely to be spent, and 
must be collected now. It must be with- 
held at the source on all incomes above 
alow minimum. This should be coupled 
with a compulsory saving plan where 
voluntary saving fails to stop the flow 
of expendable funds. Such measures will 
prove exceedingly helpful to the bene- 
ficiaries of present high wages for they 
will induce accumulations for later years 
and will give permanent value to the dol- 
lar which otherwise is certain to be lost. 

“A trustee has but one valid course 
open to him and that is to join with every 
countermovement to prevent the develop- 
ment of inflation. It is folly to suppose 
that he can successfully hedge against it. 
(The German experience proves that.) 
Let us hope that the time will never come, 
as I believe it will not, when a trustee is 
obliged to compensate, or attempt to com- 
pensate, for the fluctuating value of the 
dollar. 

“A trustee’s duty is to prevent infla- 
tion. In this, trustees join with invest- 
ors, large and small, with savings banks 
and insurance companies, their deposi- 
tors and policy holders, with endowed in- 
stitutions and pension funds, and even 
with the government, which has become 
the largest trustee in the world. Institu- 
tional investors, including trust compan- 
ies and banks, are in a position, if organ- 
ized for concerted action, to assume far 
greater leadership than has been dis- 
played heretofore in the control of infla- 
tionary tendencies. They must assume 
that responsibility. Trust men who are 
leaders in their communities, experienced 
in economic affairs, persons of influence 
in the councils of state, should actively 
advance all well conceived measures to 
limit spending and to encourage saving. 
They must sponsor and support taxes 
which will be as heavy as the war effort 
will permit, and will consume as much as 
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possible of the excess spending power 
now in the hands of the people. Only in 
these ways can they preserve the values 
which have been entrusted to them.” 


Social Trends 


Turning to social movements of the 
day, with which trustees must be deeply 
concerned, Mr. Headley remarked that 
the aspirations of people everywhere for 
better living conditions, greater security, 
fuller self-expression, are sounding as 
never before. They cut across traditions 
of property rights, long considered vested 
and inviolate. Trustees would be ren- 
dering a disservice to society and ulti- 
mately to the institutions and interests 
they represent should they become allied 
with reaction. Trustees, individually 
and through organizations, are in posi- 
tion to exert a potent influence in this 
connection. They are represented on the 
policy forming boards of many corpora- 
tions. They have exceptional opportuni- 
ties to judge the practical possibilities of 
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social reforms. We cannot expect to re- 
turn to the rugged and rampant indivi- 
dualism of the nineteenth century. The 
important and the only question now is 
how those controls shall be exercised, 
and by whom and according to what prin- 
ciple. Upon that answer depends the 
preservation of individual rights and pri- 
vate property, Mr. Headley asserted. 


Progressive corporations are working 
constantly on problems of personnel, 
seeking to avoid causes of friction, pro- 
viding security for employees through 
pension plans and sick benefits, furnish- 
ing healthful working conditions, assur- 
ing hospital care, maintaining advisory 
boards with employee representation. 
Where such practices have been wisely 
administered they have been found to 
pay. To the extent that these problems 
can be solved by industry itself, regula- 
tion from outside will be unnecessary, 
according to the speaker. The alterna- 
tive is regulation by law. 


The dominance of government may be 
exercised according to either of two 
theories, Mr. Headley said. They have 
their counterparts in the law of trusts. 
One is based on ownership. According 
to that theory power is regarded as be- 
longing to the state which holds it. Indi- 
vidual rights are non-existent. In con- 
trast, the tenure of power in a democracy 
is not absolute but in trust. The concep- 
tion of power in trust has many analo- 
gies. Government, if it is to remain 
democratic, must be guided by wise and 
equitable principles. It must recognize 
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that trusteeship is not a universal sol- 
vent. It has its uses and its limitations. 
It must be avoided where the end de- 
sired can be better attained by indivi- 
dual effort. The capable American citi- 
zen must not be made a remittance man. 
The Beveridge Plan in England, while 
nobly conceived, has not caught the imag- 
ination of our people because the trus- 
teeship is too complete. 


Concluding, Mr. Headley said that the 
larger trusteeship toward which his re- 
marks trended “is implicit in a capital- 
istic economy and in a democratic state. 
Human rights are so intertwined with 
ancient conceptions of property as to im- 
press all wealth and all power with a 
trust which cannot be ignored. Today 
more than ever before the spirit of trus- 
teeship emerges as a saving and solvent 
principle.” 


The Challenge to Banking 


In the post-war period, in view of the 
excellent prospects for levels for civilian 
business and output that bid fair to be 
considerably higher than any known in 
the past, banking and finance are faced with 
a challenge to meet which it is most im- 
portant that they shall be fully prepared 
te understand in advance. Banking and 
finance generally should now attempt to 
measure and judge with great care the im- 
mense role they can play immediately upon 
conclusion of the war to finance business 
in reconversion and in producing the high 
post war output that can be expected. The 
quickness with which banking again takes 
over these functions will preserve for bank- 
ing the great place it will have again estab- 
lished during the war and will assure the 
restoration of the free’ economic system 
which is one of the objectives of the present 
struggle in which we are engaged. Finally, 
while this job is being done we must all 
inquire further to find those ways in which 
in the long run of peace we can maintain 
high incomes, full employment and an 
America that will not be afflicted with a 
repetition of what happened from 1929 to 
1933.—Arthur R. Upgren, vice president, 
Federal Reserve Bank of Minneapolis, be- 
fore Wartime Trust Conference, Feb. 10, 
1943. 





CURRENT EVENTS 


tter from wba 


By ARTHUR V. BARBER 
Banking Information Service, London, England 


New Money for Trusts 


ECENT official reports of a fall- 
R ing off in the savings of those in 
the higher income categories are an 
indication that funds of the tradition- 
al trust-creating classes are drying 
up. The investment preoccupations of 
British trustees are confined almost 
entirely to sales and reinvestment of 
funds of deceased estates, and to 
switches of existing investment re- 
commended occassionally by stock- 
brokers. 


It is hardly possible for new money 
to be available for the creation or 
replenishment of trust funds in con- 
ditions where, in the case of the high- 
est incomes, a bare 5 per cent is left 


after Income and Sur-Tax. 


INCOME and E. P. TAXES: The im- 
pact of income taxes is illustrated in the 
following table for a married couple with 
two children, income wholly unearned. 

Income before 


deduction of tax 
and sur-tax 


Income after deduction 
of tax 


April 1939 
(last prewar) present 
Budget Budget 


£ £ £ Te 


500 471 399 = 94.2-79.8 
1,000 833 649 83.3-64.9 
5,000 3,381 2,168 67.6-43.4 

10,000 5,745 3,143 =57.5-31.4 
50,000 18,995 4,580 37.9- 9.2 
100,000 32,745 5,830  32.7- 5.8 


Under 
Percent 
Remaining 


A further factor is Excess Profits Tax, 
which exacts 100 per cent on the increase 
of companies’ profits in excess of the pre- 
war basic standard. Incomes from pro- 
fits and dividends, therefore, cannot in- 
crease unduly. In any case, they are sub- 
ject to the heavy taxation shown above. 


EXISTING TRUST FUNDS: Capital 
erosion as a result of the burden of Death 
Duties is such as to render the mainte- 
nance of the value of trust funds a task 
almost beyond attainment. An estimate 
made by Professor Findlay Shirras and 
Dr. L. Rostas for the National Institute 
of Social and Economic Research reveals 
the impossibility of maintaining “capital 
intact over successive generations above 
a certain level.” This is published under 
the title of “The Burden of British Taxa- 
tion.” Such considerations emphasize 
more than ever the value of expert trust 
management. 


Mobilization of Resources and Labor 


HERE is ample evidence of the per- 

sistence of the drive for turning eco- 
nomic resources over to war purposes. 
Before the war the British Government 
used up about 20 per cent of the nation’s 
resources; now well over 50 per cent 
(52% at end of 1941) is diverted to war 
and Government use. 


This economic switch-over has been 
achieved by: 


(i) Preventing both the manufacture 
and the giving of services which can be 
dispensed with (i.e. reducing the stan- 
dard of living). 

(ii) Rationing to reduce products for 
consumption. 


(iii) Increase of taxation. 


As an example of (i) the employment 
of domestic servants is partly reduced by 
taxation and partly by calling up the 
younger servants for war work. Also, 
gasoline is available only for essential 
travel, and automobile production has 
been almost discontinued. 


Banking Statistics 


R. REGINALD McKENNA has 
written an important article, 
“What is Banking,” for the December 
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number of The Banker’s Magazine (Lon- 
don), which is now available in pamphlet 
form. From the pen of the Chairman of 
the Midland Bank, deposits of which have 
now reached a record total of £731 mil- 
lions, a frank and lucid explanation of 
present-day deposit banking in Britain 
by so eminent an authority is very wel- 
come. Mr. McKenna discloses that the 
number of shareholders in the “Big Five” 
banks—Midland, Lloyds, Barclays, Na- 
tional Provincial and Westminster—is 
about 300,000 with an average holding of 
£220 of capital, worth about £760 at the 
current market price. The average share- 
holder receives about £31 a year, subject 
to tax. Due largely to the use of the 
cheque, the circulation of money “‘main- 
tains a bank turnover which, through the 
London Clearing House alone, amounted 
last year to £44,500 millions, and this on 
a cash base of about £300 millions.” It 
is further revealed that “there are not 
less than five million banking accounts in 
England.” 


Beveridge Report 


HOUGH it is an ambitious plan de- 

signed to protect everyone from 
cradle to grave against dire destitution, 
it is mainly an evolution from Lloyd 
George’s Health and Insurance Acts of 
1911, and it ties up the loose ends of 
existing provisions by unification of in- 
surance and by superseding existing 
methods. Certain novelties, however, are 
introduced, such as the benefit of train- 
ing unemployed persons for new occupa- 
tions. 
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It is significant that the National 
Council of Labor urges early legislation. 
It is not an extravagant surmise that in 
the course of time this Report will be 
looked upon as the most magnificent move 
in democratic evolution that any country 
at war has ever thought out. 


In the opinion of the Financial News 
the probable cost of the scheme is not 
prohibitive, and it is estimated that it 
will amount to 10.7 per cent of the na- 
tional income at the outset, rising pos- 
sibly to 13 per cent when the scheme is 
in full swing. 


Trust Education Carries On 


The number of entries for the Examina- 
tion for the Diploma in Executor and Trus- 
tee Work, conducted by the Institute of 
Bankers, (London) was 247 in 1942 as com- 
pared with 347 in 1941. The first place in 
Part II was taken by Eric Gore Rees, Wil- 
liams Deacon’s Bank Ltd., who gained dis- 
tinction in Elements of the Law of Real 
Property and Elementary Conveyancing, 
and Theory and Practice of Investment, in- 
cluding the Practice of the Stock Exchange. 
The courses are apparently strenuous since 
the percentage of passing students in three 
subjects was 55% or less, with the highest 
proportion of successful candidates 8314 % 
The type of subjects covered, as shown be- 
low, may be of interest on this side of the 
ocean. 

Part I 
Number of 
candidates Passed 
English Composition . 8l 20 
Practice and Law of 

Banking cs 22 18 
Bookkeeping _ ot 21 
General Principles of Law. . @ 11 
Death Duties and Probate 

Practice ane 


Part II 


Theory and Practice of 
Investment, ete. 
Law: relating to Wills, ete. 
Trust Accounting 
Elements of the Law of 
Real Property, ete. 
Practical Trust Admin- 
gS Soe 





CURRENT EVENTS 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


EAR MARKING LIFE INSURANCE 
FOR PRIMARY PURPOSES: 


NVESTMENT in life insurance poli- 

cies should not be made on a hit or 
miss basis, anymore than should any 
other form of investment. Life insur- 
ance has its own unique protective at- 
tributes and the needs of the individual 
and his estate should be the yard-stick 
when buying it. Here are some of the 
specific needs for which life insurance 
could be earmarked: 

(a) Paying estate and inheritance 
taxes and other obligations which 
must be met in cash. . 

(b) Guarantying the widow a mini- 
mum income for life. 

(c) Providing separate funds for the 
higher education of children. 
Guarantying the insured himself 
a minimum income for life from 
the date he selects for retirement 
from business. 

Funding the purchase of the de- 
ceased party’s interest in a busi- 
ness enterprise. 

Protecting a business from eco- 
nomic loss caused by the death 
of a key executive. 

(g) Providing employees with retire- 
ment income and their families 
with death benefits. 


It is, of course, possible that a policy 
originally purchased for one purpose 
may have to be used for another. There- 
fore, when the policy is selected this 
contingency must be taken into consid- 
eration. If the prospective purchaser 
will first determine his actual needs for 
life insurance, with the assistance of 
his life underwriter, he will have a bet- 
ter chance of obtaining the right kind 
of policy. 

Take the case of a man who may con- 
sider his primary need for life insur- 
ance is to provide his widow with a 
guaranteed income for life. In such a 
case, the optional methods of settlement 


provided in most policies become of 
paramount importance. But we must 
look further than furnishing life income 
solely to the widow or children. When 
the insured reaches retirement age, this 
same policy might be used to produce 
life income for himself, through con- 
verting the cash values to the annuity 
options in the policy. Therefore, the 
policy selected should give the insured 
this right by the terms of the contract, 
in addition to giving him the right to 
place additional funds under the policy 
on the most favorable basis. 

In this situation, primary considera- 
tion is given to the income terms of the 
policy. This is an entirely different sit- 
uation from one in which a need exists 
for life insurance which might simply 
have as its objective the providing of a 
fixed amount of cash at the day of death. 


* * * * 
BEWARE OF RIGIDITY IN TRUSTS 


N times of uncertainty and economic 
I confusion the disadvantage of adopt- 
ing rigid financial plans is apparent. 
This is realized by individuals in oper- 
ating current finances, but is often over- 
looked when planning wills establishing 
future trusts for their heirs. 

A will that limits a widow to “the in- 
come of the trust” may cause her ser- 
ious financial distress at some future 
date, when such income is insufficient 
for her proper well being. A man mak- 
ing a will cannot predict the amount of 
income his estate will produce many 
years in the future, nor can he predict 
what will be the purchasing power of 
such incomes. The expenses entailed in 
any serious illness of his wife or her 
heirs also cannot be forecast. There- 
fore, it is essential when planning a will 
that it include proper provisions which 
will allow the trustees to make disburse- 
ments from principal for the benefit of 
the widow in the event of any future 
family or economic emergency. 
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This same basis of flexibility is also 
vital when planning the investment 
terms of the will. As has been said in 
the past “the conservative thing of to- 
day may become the speculation of to- 
morrow.” Full discretionary powers in 
the making of investments should be 
lodged in the trustees so that in years 
to come they will be able to adjust the 
investment policy of the trust in keep- 
ing with then existing economics. Lim- 
iting trustees to “legal investments for 
trust funds” means in effect that the 
will-maker is establishing a basic in- 
vestment policy that may last for many 
years into the future. By such limita- 
tion, the trust would be restricted to the 
fixed dollar type of investment whereas 
it is conceivable that some day, invest- 
ment in the equity type of investment 
would do most to protect the purchas- 
ing power of the trust. 


There is also the matter of attempt- 
ing to predict what kind of men and 
women, children will turn out to be. If 
the maker of the will provides that his 
children shall receive the principal of 
the trust at age 21, he may be trans- 
ferring sizeable funds to spendthrifts. 
On the other hand, if he provided that 
a son should simply receive the income 
from his trust for life and never receive 
his principal, he might be penalizing a 
son possessed of good business or pro- 
fessional judgment. In this type of sit- 
uation, it is sometimes best to convey 
to a wife or others in whom he has con- 
fidence, a power of redistribution over 
the principal of a trust so that its ulti- 
mate distribution for the benefit of chil- 
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dren will be effected in the most advan- 
tageous manner. 
* * * * 


INCOME ALLOCATION 


OOD business dictates that annual 

income and disbursements be es- 
timated in advance so that finances be 
kept out of the red at the end of the 
year. In business and government this 
operation is referred to as a “budget.” 
But the term “budget” has become dis- 
tasteful to many individuals when ap- 
plying this principle of sound finance 
to family matters. However, as the main 
purpose of a budget is to allocate, or 
spread available income over items of 
expense, it is proper that we rename 
this operation “Income Allocation,” 
which term might be received more 
favorably. 
_ The income dollar of the family no 
longer means what it used to mean. 
Taxation, “forced” saving, and higher 
cost of living are budget-makers, whether 
liked or not. When allocating income 
to requirements, we have (a) fixed allo- 
cations, and (b) adjustable allocations. 
The following is some indication of each 
type: 

(a) Fixed Allocations: 

1. Taxes: income, real 
personal property, etc. 

2. War savings bonds 

3. Life insurance premiums 

4. Interest and principal 
ments on loans 

5. Household and liability insur- 
ance premiums 

6. Medical expenses. 

Adjustable Allocations: 

1. Household expenses: rent, 
food, replacements, light and 
gas, telephone, etc. 

2. Personal expenses: clothes, 

- entertainment, luxuries, etc. 

The first job of the income allocator 
is to make a conservative estimate of 
his probable income for the coming 
year. His next step is to allocate his 
income to the items of “fixed alloca- 
tions.” What is left may then be allo- 
cated to the “adjustable allocations.” 
Inserting your figures opposite the 
above items might produce interesting 
and informative results. 


estate, 
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HEN President 
Roosevelt an- 
nounced the goals that 
must be striven for in 
1942 his figures to 
many seemed idle 
dreams, impossible of 
realization; to the Axis 
powers they must have 
looked like boastful, 
wishful thinking. 
Those dreams have in the main been 
realized, in some instances surpassed. 

The industrial war achievements of 
these United States are already so amaz- 
ing with promise of still greater accom- 
plishments in store, that we can well stop 
for an instant to consider the part which 
Frederick Winslow Taylor has had in 
these modern miracles. “The Young Man 
from Philadelphia” preached the gospel 
of efficiency, fathered the new science of 
business management, revolutionized the 
art of cutting metals and made mass pro- 
duction possible. It was Lenin who told 
his disciples, in the early days of the 
Bolshevik Revolution, to turn their 
thoughts to Taylor’s science of manage- 
ment, to study and follow the principles 
and methods he had enunciated and de- 
veloped. What Taylor said and wrote 
has influenced the entire world. 


Starting as an apprentice in a pattern 
shop and afterwards in a machine shop, 
he became familiar with the workers’ 
viewpoint and problems. Finding an en- 
gineering training essential, he entered 
Stevens Institute of Technology and two 
years later graduated with the degree of 
M. E. Finally, as chief engineer of the 
Midvale Steel Works, he had the oppor- 
tunity to carry on his studies and prove 
the effectiveness of his methods. It was 
a time when the employer tried to pay 
as little as he could and the worker 
strove to give as little as possible in re- 
turn. To secure cooperation between em- 
ployer and employee for their mutual 
benefit was Taylor’s goal: he proved that 





“TAYLOR-MADE” PRODUCTION 
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industry suffers as a result of struggle 
and waste, that its advancement is de- 
pendent on cooperation and efficiency. 

In an analysis of the principles of 
scientific management Taylor pointed out 
the great loss through inefficiency in al- 
most all of our daily acts, and that the 
remedy lay in systematic management. 
Instead of basing action on traditional 
knowledge alone he grouped the duties 
of management under four heads: 


A science for each element of a man’s 
work to replace the old rule of thumb 
method. 

Scientific selection of the workman: 
in the past he had chosen his own work 
and trained himself as best he could. 

Hearty cooperation with the men to 
insure the work being done in accordance 
with the principles developed. 

An almost equal division of the work 
and responsibility between the manage- 
ment and the workmen, the management 
talking over that for which they are bet- 
ter fitted. 


A single illustration will suffice. At 
the Midvale Steel Works Taylor found 
one pig-iron handler loading on an aver- 
age 12% long tons per man per day. 
Time studies revealed that it was possible 
under scientific management for a man 
qualified for this job to handle 47 tons 
per day with less fatigue and to the vast- 
ly greater satisfaction of both manage- 
ment and labor. It meant, too, that the 
manual workman could be “under load” 
for only 43% of the day and must be free 
from physical fatigue for the remaining 
working time. 

I remember vividly a visit to Taylor’s 
home at Chestnut Hill, where he thrilled 
a group of eager listeners. Afterwards 
we visited the plant of the Tabor Manu- 
facturing Company in North Philadel- 
phia where his “shockless jarrer” (a de- 
vice to pack the sand in moulds for cast- 
ings) was made, and saw clocks with 
faces to fit the working day, ten hours 
instead of twelve and each hour divided 
into one hundred minutes instead of 
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sixty, so decimals could be used in figur- 
ing costs. There were more people in the 
office and planning department than in 
the shop. Scientific planning was every- 
where in evidence: the plant was neat 
and clean and every operation was timed 
with clocklike precision. Best of all the 
atmosphere was one of mutual confidence 
and friendly cooperation between man- 
agement and labor—the keynote of Tay- 
lor’s philosophy. He argued: make as 
much as is possible, for there is no limit 
to the world’s power of consumption. He 
had grasped the fundamental principle 
that production is purchasing power and 
the only solid basis of security. 


“Pioneer tamer of the machine,” the 
miracle which he foresaw has come to 
pass. It serves us well in war. It can 
be the basis of a better peace. 


Ernest C. Harris, formerly president of 
Union Guardian Trust Co. which was re- 
cently absorbed by DETROIT TRUST CoO., 
has been elected vice president of the Fed- 
eral Reserve Bank of Chicago at Detroit. 


Comprehensive 


TRUSTS and ESTATES—vrebruary 1943 


G. S. B. Reunion 


The Spring conference of the Graduate 
School of Banking will be held at the Man- 
hattan Club, New York City, on April 3, 
according to an announcement by Richard 
W. Hill, registrar. The conference will 
consist of a faculty conference at which 
the instruction and other problems of the 
G. S. B. year will be clarified, and a round- 
table session in which graduates will dis- 
cuss among themselves current banking and 
trust problems. 


ee | 


Tax Institute Held 


Samuel J. Foosaner, our New Jersey legal 
editor, was one of the lecturers at the In- 
stitute on Federal Taxation conducted at 
the Rhode Island State College in Provi- 
dence last month. The program was ar- 
ranged by Peter Guy Evans, frequent con- 
tributor to Trusts and Estates and co- 
author of the best-selling 25c tax guide “For 
Personal Income Tax.” The lecturers in- 
cluded Harold D. Greeley, Gustave Simons 
and Mr. Evans. 
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ARE EMPLOYEES “EXPENDABLE”? 


Pension Security for Today’s Employees—Jobs for Tomorrow’s 


LAURENCE G. HANMER 
Specialist on Industrial Benefit Systems; Associated with Wolfe, Corcoran and Linder, 
Consulting Actuaries and Accountants, New York 


T was not so many years ago that 

workers for wages in this country 
were justifiably fearful of finding a 
blue envelope with their name on it 
at the pay-master’s window when- 
ever the employer decided that the 
individual had outlived his useful- 
ness. The fact that this symbol of 
dismissal was in customary use did 
little to ameliorate the all-gone feel- 
ing of the recipient, and, when we 
look back upon those days, we are 
struck by the heartlessness of it. 


Sometimes that blue envelope 
contained not only the current wage, 
but a fairly substantial “advance” 
generally termed a dismissal wage 
which, in the instance of a man who 
was not too old to secure a new job, 
at least gave him a chance to turn 
around. Where the individual was 
really worn out, however, it afford- 
ed nothing in the way of old-age 
subsistence. 

Happily, in recent years we have been 
hearing much of those concerns who 
make a practice of taking care of their 
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old employees. The assurance, actual or 
implied, that a good man will be “taken 
care of” in his old age has done much to 
build loyalty within such organizations 
and to make employment with them 
something to be desired and deserved. 
Where such an understanding exists it 
means that the blue envelope is no longer 
empty but is in fact filled to overflowing 
with an obligation of the Management in 
the future to charge operations with a 
cost which was incurred by the good and 
faithful service previously rendered, the 
fruits of which in the form of corporate 
earnings had long since been distributed 
s “profit.” 


A Handicap to Business Competition 


LL too frequently the policy of tak- 

ing care of a man took the form of 
continuance on the pay-roll rather than 
a frank recognition of the fact that the 
man was expended and should be re- 
placed. 

However humanitarian the motives 
of Management in these instances, the 
procedure was unbusinesslike in the 
extreme. Keeping old and faithful em- 
ployees on the pay-roll beyond the limits 
of their real usefulness is said to be the 
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most expensive pension system there is 
—a system which keeps accruing obliga- 
tions year after year to a point where 
the non-productive pay-roll becomes so 
top-heavy that in a competitive field the 
Corporation finds itself at a great disad- 
vantage with those who have kept their 
organization young. 


There have been instances, generally 
in the case of the more important em- 
ployees, where, when the man really got 
too old to be of any use, the Company 
dismissed him with a year’s salary in 
advance or, in some instances two years’ 
salary. This system had more merit 
than appeared on the surface—so much 
that it serves today as a proper pat- 
tern for a fair and reasonable Retire- 
ment System. Its outstanding advantage 
over the general scheme of “taking care” 
of a man out of futwre earnings (if there 
be any) is that the Corporation’s account 
with the individual was balanced at his 
retirement—there was no perpetual debt- 
or and creditor relationship established 
between the Corporation and its ex-em- 
ployees. These substantial dismissal 
wages were charged to the operating 
cost of the year as part of the general 
pay-roll, and any surplus earnings of the 
Corporation thereafter could properly be 
deemed distributable as profit. 


The Cost of Human Depreciation 


OME years ago I had occasion to eval- 
S uate retirement costs for a large 
Pacific Coast public utility, and there, as 
in every case, the questions arose: (1) 
How many people are going to have to be 
retired at stated periods in the future, 
and (2) How much will it cost to retire 


them? Only a few had been retired up 
to that time, and the impact of these re- 
tirement grants (which in that case did 
not take the form of a cash settlement, 
but of a promise to continue the approxi- 
mate equivalent of half-salary for life) 
had not been a serious drain on the oper- 
ating pay-roll. It was a distinct shock 
to the Directors of that Corporation to 
learn that it would be only fifteen or 
twenty years before one man could come 
up for retirement every ten days, year in 
and year out, indefinitely into the future. 
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It was no less of a shock to the Direc- 
tors to learn that the apparently “pain- 
less” procedure of paying the dismissal 
wage in instalments of half-salary for 
life was equivalent to a grant to the in- 
dividual at retirement of $15,000 as a 
cash settlement. 

In lesser degree that is the “pensiom 
problem” of every enduring Corporation 
today. People inevitably get too old to 
be of any use. It is perfectly practical 
to anticipate actuarially how many and 
when, and then it is simple arithmetic to 
multiply the number in a given year by 
the amount to be given them as a dis- 
missal wage. That is the cost of a “‘Re- 
tirement System.” That is the cost of 
Human Depreciation in industry—the 
inevitable obligation against which pen- 
sion reserves should be set up and against 
which they rarely have been. 


A Proper Current Charge 


MERICANS are funny that way. 

We have long since learned the prac- 
tical necessity of reserves for deprecia- 
tion of buildings or machinery, for ob- 
solescence or inadequacy of equipment, 
for depletion and other impairments of 
productivity, but we have studiously 
avoided tearing a leaf from the book of 
the British industrialist who for a gen- 
eration or more has recognized the cost 
of “pensions” as a current reserve re- 
quirement for thorough solenvcy. 

Ten years or more ago there appeared 
in a book called “The Problem of the 
Super-annuated Employee’* the state- 
ment that “the only thing that makes a 
pension system costly is delay in the 
financing of it,” with the conclusion: 


“In England, where experience in the 
operation of industrial pension schemes 
has been much more extensive and has 
covered.a much longer period than in this 
country, no firm of Certified Public Ac- 
countants will sign a balance sheet unless 
there be a clear statement of the accrued 
pension liability or at least of the fact 
that such a liability ‘to an undetermined 
amount’ exists.” 


Most British industrial “pension” 
schemes are modest in the extreme — 


*Ingals Kimball, Vice President (deceased), 


Metropolitan Life Ins. Co. 
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their grants:are so small as to be inade- 
quate for. American workmen, but they 
have properly been looked upon as solvent 
and sure. British management has faced 
the financing as a necessary element of 
operating cost and has seen no possible 
advantage in fooling itself or its stock- 
holders by publishing a fictitious “sur- 
plus” or distributing fictitious profits 
from which human depreciation reserves 
had not been set apart year after yéar. 


The Backward Approach—and 
Tax Deductibility 


OME of the most successful American 

pension systems came into being 
many years before Social Security was 
more than a gleam in New Deal eyes. 
They were infinitely more liberal than 
most British systems and attuned to the 
scale of American wages and living costs 
and they paid. They paid in keeping or- 
ganizations young, in providing automa- 
tic means for disposing of dead-wood, in 
building a reputation for the Corpora- 
tion as a “good place to work” and as a 
bad outfit to quit or with which to incur 
disfavor. They paid when it was still 
necessary for the industry to provide the 
whole pension, when there was no Social 
Security to provide a large part of it and 
when there was no very important urge 
to give money away “instead of paying 
it in taxes.” 


It seems strange that American Indus- 

try has approached the question back- 
wards—has always seemed to prefer 
to avoid it with whatever irrelevant 
excuse came to hand. 
We are reminded of 
Theodore Roosevelt’s 
classic phrase—‘“when 
we drifted backward 
into the war.” 


In the old days, it 
was the humanitarian 
motive usually, or an 
inspired presentation 
of that motive by an 
insurance salesman, 
that overcame indus- 
try’s inertia. As a mat- 
ter of fact the humani- 
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tarian result is but a natural by-product 
of a sound financing plan. It is simply 
good business to have such a plan—and 
conversely it is bad business not to have 
an orderly plan as a recognized condition 
of employment. 


It is even more ironic that hundreds 
of Corporations who could long since 
have reasoned it out to the conclusion 
that such a plan should be instituted at 
the earliest possible moment have done 
nothing for years except to avoid the is- 
sue, but now, when it suddenly appears 
that the tax situation is a major prob- 
lem, look upon that as a proper motive 
for establishing a pension plan on the 
ground of the tax-deductibility of the 
funds that are applied to it. 


Actually monies applied to pension ac- 
count have always been recognized as a 
proper operating expense, and operating * 
expenses always were paid before “pro- 
fits” were determined, and even today it 
is only the profits which are taxable— 
never the operating expenses. Tax de- 
ductibility, like humanitarianism, has al- 


ways been a natural and inevitable by- 


product of such a plan. American indus- 
try has fixed its gaze upon the by-pro- 
duct and has drifted backward.into some 
of the weirdest pension plans imaginable. 


Simple to Compute Reserve 


O anyone who has specialized in this 
field for years and who has had 
plenty of chance to evaluate the credits 
as well as the debits of a well-designed 
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Pension System, management’s stand- 
offish attitude has been a mystery—par- 
ticularly since Social Security came 
along and absorbed at least half of the 
cost while depriving management of none 
of the credit. 

It seems very simple, when a man is 
hired at so much a week, to look beyond 
Saturday night to that Saturday twenty 
or thirty years hence when it will be 
necessary to hand that man his “blue en- 
velope” (if he is still alive and in the 
Company’s service) and it seems simple 
to contemplate the necessity for putting 
something in it with which to balance 
the Corporation’s account with the man 
and save the Corporation’s face with the 
other employees and with Society in gen- 
eral. 

It is very simple to compute the poten- 
tial “useful life” of each man in terms of 
salary and years of potential service and 
apportion from each year’s gross revenue 
as labor cost a certain sum which as the 
years go by will accumulate to a reserve 
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that on that blue envelope pay-day will 
fill it with that principal sum which 
assures to that man not luxuries, but a 
modest subsistence for the rest of his 
natural life. It is far better to put him 
on notice from the day he starts that 
such is a condition of his employ- 
ment; it assures his loyalty and sense 
of security, as against keeping him 
‘in the dark” for thirty years as to where 
he gets off, and then, big-heartedly, 
granting him a so-called “pension” with 
a string to it—the string to be pulled 
whenever the then management gets tired 
of paying “unearned wages.” 


Simplicity vs. Packaged Plan 


OMPLICATED mechanics have been 

a formidable—but unnecessary—ob- 
stacle to adoption. Few are schooled 
in adapting the mechanics to the specific 
case, but rather have presumed to impose 
general “‘plans” without proper tailoring, 
even as the mythical king who had a 
famous bed to which he trimmed his 
guests—to their considerable misery. 
Actually, any thoughtful Managament 
could .readily solve its own “pension 
problem.” Any Trust Company could 
receive and conserve and disburse the 
funds and so provide the administrative 
mechanism through which to assure the 
provisions of the plan. All that is lack- 
ing apparently is the earnest desire. 


In order to present a Pension Plan as 
a definite proposition to a group of stock- 
holders for approval and ratification, it 
must first be cut to the measure of the 
individual Corporation, its long-term 
financial obligations must be clearly ex- 
posed, and where its financing is to be | 
on a joint basis through co-operation of 
employees, their rights and obligations, 
no less than those of Management, must 
be aligned. Chances are against any sales- 
man having a packaged solution all 
wrapped up in his briefcase that will 
perform any miracles, as from a tax 
angle—particularly since the tax advan- 
tage is a certainty where the plan itself 
is sound. 


The Lump-Sum Settlement Fallacy 


UCH of the mystery of pension 
‘finance disappears once we recog- 
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nize its fundamental problem as that of 
financing adequate dismissal wages at a 
predetermined future date for the then 
survivors of the group composing the pre- 
sent pay-roll. In determining that wage, 
common practice is to relate its amount 
to the salary and the period of service 
of the individual—that seems fair and 
injects a suitable “reward” element in 
that the man who has “‘made good” for 
the longest period gets a greater dis- 
missal wage than the man who has had 
shorter or less valuable service. 


If today we were accustomed to look 
upon this matter as a cash settlement (as 
where, for instance, a man is given a 
year’s salary in advance) it would be 
perfectly simple to allocate funds year 
by year to a special account or Trust 
pending such dismissal and, when the 
time comes, charge the Trust with the 
amount of cash to be paid out. What 
seems to complicate the issue is the ques- 
tion of monthly income for life instead 
of lump-sum “cash.” That monthly in- 
come idea seems to encourage many or- 
ganizations in not balancing the account 
with the employee at retirement, but in 
paying him off in instalments against 
which he has no security or guarantee 
that he will ever be paid in full. 


In practice the whole question is solved 
at once by actually making a cash settle- 
ment and so balancing the account at the 
time of ‘retirement except that the cash, 
instead ‘of being placed in the “blue en- 
velope,” is transferred to an insurance 
company in exchange for their guarantee 
to pay the specified monthly income to 
the retiree, win, lose or draw so far as 
the Corporation is thereafter concerned. 


Trusts to Avoid Excess Costs 


HE mechanics of a plan instantly 

simplify themselves when reserves 
are allocated to a Trustee and accumu- 
lated from current gross corporate earn- 
ings, the accumulation to take the simple 
form of an annuity purchase fund. It is 
then a clear and definite stipulation that 
when and as individuals come up to re- 
tirement and merit a dismissal wage in 
the form of an income-for-life, the Trus- 
tee simply charges the fund with the sum 
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of money necessary to buy a Life An- 
nuity for the individual from an insur- 
ance company at the market price, deliv- 
ers him the annuity contract and the ac- 
count is closed. 


Common practice has been to embark 
on a most complicated procedure under 
which annuities are purchased on the in- 
stalment plan for future delivery and for 
each present and future employee in dis- 
regard of whether or not he will ever 
merit one by having survived in the 
Corporation’s employ to retirement age. 
Thus thousands of individual trans- 
actions take place with great waste of 
corporate funds in order that a few 
hundred necessary annuities may be in 
hand to take care of the few hundred 
who will actually become pensioners. Be- 
cause an annuity contract is in fact the 
only practical discharge of corporate 
liability under a pension plan, Manage- - 
ment has permitted its judgment to be 
swayed by the sellers of annuity policies 
on the instalment plan to the point of 
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contracting for from ten to fifteen times 
as many as will be needed on assurances 
of “getting their money back” when they 
cash in those which have no use. While 
some of the money is actually returnable, 
a lot of it is lost insofar as the corpora- 
tion is concerned. 

It pays any corporation to seek and 
pay for disinterested professional advice 
by which the merits of a trusteed an- 
nuity-purchase-fund can be weighed dis- 
passionately against the merits of the so- 
called “insured pension plan.” 


Mass. Trust Funds Dip Slightly 


Trust funds administered by 47 trust com- 
panies in Massachusetts totalled $1,190,- 
550,000 as of Oct. 31, 1942, according to a 
recently released statement of the Commis- 
sioner of Banks. This represents a slight 
decline from the $1,190,941,000 total report- 
ed for June 30, 1942, but is over the pre- 
vious year’s figure of $1,187,238,000. 

The statement shows the types of assets 
in which the trust funds are invested. Stocks 
account for a fraction less than 50% of the 
total, being 49.88% and 49.75% for the 
October and June dates, respectively. Other 
classes remained similarly stable, with gov- 
ernment, state and municipal bonds holding 
second place with 20.26%, an increase over 
the 19.55% reported for the previous date. 


————o 


William T. Wilson has been elected presi- 
dent of the New York Financial Advertisers 
Association. Mr. Wilson is director of the 
Public Relations Committee and secretary 
of the State Secretaries Section of the 
American Bankers Assn. 
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Reports on. Profit-Sharing 
and Pension Plans 


The Peoples-Pittsburgh Trust Co., in its 
annual report to stockholders, detailed the 
results of the first year of operation of its 
profit sharing plan for employees, under 
which the Company’s average net income 
determines the monthly salaries of members 
of the staff. The report states: 


“In 1942, the first year of the plan, total 
payments to employees amounted to $54,- 
250.01. Percentagewise, monthly payments 
over and above base salaries ranged from 

% to 12%, or an average for the year of 
9%. All these payments were made to em- 
ployees whose base salaries are $250 or less 
monthly. 


“We believe that the Plan already has 
demonstrated its value, both in enabling 
the employees to meet the increase in liv- 
ing costs, and in giving them added incen- 
tive to effect economies and to increase 
profits in the Company’s operations. 


“The Pension Plan, effective March 1, 
1941, is also more than justifying its ex- 
istence. The Company’s contributions to 
the Pension Plan, combined with retirement 
allowances for older employees not eligible 
under the Plan, totaled $99,800.37 for the 
year: Two employees were retired on pen- 
sion during 1942. 


“Our Personnel Department completed 
Job Evaluation and Merit Rating studies, 
which now serve as a basis for the deter- 
mination of all salaries, promotions and 
transfers. We believe that in the long run 
employees as well as management will find 
these ratings far more satisfactory as a 
basis of operation than was the necessarily 
less exact method which preceded it. 


“The management has continued, and in- 
tensified, its efforts to keep all employees 
fully informed as to policies, plans and 
procedures. Our employees are told in ad- 
vance of any important steps which are to 
be taken, and how such steps affect them 
and their relationships to customers. 
Through our Annual Report to Employees, 
through frequent meetings of a social as 
well as of a business character, through 
bulletins and otherwise, we try to live up 
to our conviction that well-informed em- 
ployees will be happier, more loyal, and of 
greater value to the Company, to custo- 
mers and to themselves.” 





NEW BUSINESS 


THE ODYSSEY OF A TRUST PROSPECT 


Old “Nameless” in Search of a Trust 


EARL S. MacNEILL 
Trust Officer, The Continental Bank & Trust Company of New York 


This is a true story with a minimum of fictional trimmings. 
last month in the New Business Column how it came about. 


We told 
It describes 


the experience of an above-the-average man (but all trust prospects are 


above-the-average people) seeking a solution of his estate problems. 


It is 


significant as a view of what “the other fellow” thinks of our business.— 


Editor’s Note. 


UTHORSHIP of this piece must 
A remain anonymous, for it would 
be an abuse of hospitality to cry his 
well-known name to the world of 
trustmen for the purpose of making 
the point. 

The teller of the story is himself a 
specialist in public relations. It 
amused him that in this affair he was 
potentially at the receiving end—the 
consumers’ end—of his own profes- 
sion. The story was told at lunch 
and was motivated simply by the 
passing mention that one of us was 
connected with a trust company. The 
passing mention was not, as I recall 
it, exactly accidental. 

Mr. Nameless said: 

“T had come to that stage in my life 
where I began to think in terms of my 
estate; to think of it as something pon- 
derable, to be preserved and set up to 
protect my family. Perhaps I even 
dramatized myself a little: I had built 
something, I was a ‘founder.’ This feel- 
ing comes to most, I suppose, in late 
middle life when the job of acquisition 
has been fairly well done and there is 
time for reflection. 

“After many days I did what most men 
do in similar circumstances: I went to 
see a lawyer. He had handled a number 
of business transactions for me, and I 
knew him better than I knew any other 
lawyer. 

“The lawyer listened as I confessed 
my hopes and fears, and apparently saw 
nothing strange in my delayed financial 


adolescence. He said (as matter-of- 
factly as the old family doctor might 
have said, ‘You need molasses and sul- 
phur’) ‘You need a Will.’ 


Did You Ever Hear? 


661 O he wrote me a Will, complete with - 

S seal, ribbon and bill. There was a 
trust in the Will for my wife and daugh- 
ter. I had named my wife as executor 
and trustee, and, conscious of her inex- 
perience, had asked the attorney to act 
with her in the same capacities. He had 


surrendered after a brief rear guard 
action. 
“All in all, I was pretty proud of my- 


self. I had done, I assumed, what other 
men of my age and circumstances had 
done: I had built an estate; I had estab- 
lished a family; I had made my Will. 

“So in pride I talked about my Will to 
BN cxstncsicsanc tales [Chairman of the Board of 
a nationally known manufacturing cor- 
poration]. When I had finished he looked 
at me down the side of his nose and said, 
‘My dear Nameless, did you ever hear of 
a Living Trust?’ 

“No, I had not, I replied; what was a 
Living Trust? 

“Tt will take the place of that Will 
trust of yours,’ said my friend, ‘and save 
your estate a great deal of money as well 
as a great deal of confusion and lost mo- 
tion.’ He told me, then, how there would 
be no fuss or delay of probate, and a sav- 
ing of five per cent or more of my estate. 
‘Besides that,’ he said, ‘you can put your 
trustee to work right now, a bank whose 
performance in managing investments 
you can watch for yourself—you will 
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have a special “preview” with time to 
make any desired changes .. .’ 

(“Mr. Nameless,” I said, “your friend 
couldn’t have said his piece more aptly 
if he were on our payroll! There’s every 
standard argument for Living Trusts ex- 
cept one: that you can make such a trust 
a testing of your beneficiaries as well as 
of your trustee.”’) 


Ethics—and Practice 


<< ‘E mentioned that, too,” the public 

relations expert replied. “I won- 
dered out loud ‘Why didn’t my lawyer 
tell me all this?’ and decided that I 
had done with that lawyer. I asked, then, 
what bank my friend had used. It was 
a bank I knew, had never done business 
with. I said, ‘will you introduce me to 
the man I should see?’ 


“Being the personage he was, he in- 
troduced me to the head man in the bank, 
from whom I worked my way down to the 
man who knew the most about Living 
Trusts. I related my story and was told 
what I wanted to know. Finally I reached 
the point which an experienced sales- 
man instinctively recognizes—the point 
where I was ready to say, ‘Give me one 
of those.’ 

“Here came trouble. The trust man 
had nothing to give me. He had to throw 
the whole selling process into quick re- 
barrassed explanation—about ethics and 
bar associations and statutes regulating 
the practice of law. It was like that 
feast in the Arabian Nights where the 
food was proffered and whisked away. 
I called on my rather ample resources of 
persuasion and procured from the trust 
man a draft of a specimen trust agree- 
ment, appropriate to my case, on the pro- 
mise that I would take it immediately to 
‘my’ lawyer. The trust man insisted that 
I must have a ‘my’ lawyer to protect me 
from this corporation to which I was 
about to turn over my whole modest 
wealth and the material well-being of my 
wife and daughter. This struck me as 
curious. 


A Too-retiring Disposition 


c¢ — BROUGHT the trust agreement to 
a junior lawyer of a large firm who 
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read it, pronounced it good, charged me 
fairly for the reading. My trust was 
duly established. And I will say that the 
trust company has done a good job of 
keeping me sold. I have received a suc- 
cession of statements and advices and in- 
vestment reviews. I have the impression 
that thoughtful effort is being exerted 
continuously on my behalf—though my 
reason tells me that I simply turn up on 
a tickler system every once in a while. I 
am well pleased with the whole affair, but 
still I ask: why did I never know before 
of this Living Trust?” 

I said, “But surely, Mr. Nameless, you 
must have received any quantity of lit- 
erature describing trust services, for un- 
doubtedly you are on many mailing 
lists!” 

‘“‘No—my secretary must have filed 
those for me—in the usual place.” 

“But personal solicitation—what banks 
do you generally do business with, Mr. 
nT 

He named three banks, each having 
several floors-full of trust department. 

“And no calls from any of these?” 


“T am sure there were none—at least 
none for the purpose of telling me about 
trust service.” 


* * * 


The Seven Keys to Business 


T is unwise to generalize from a single 
instance, but I have talked with many 
men and women before and since, and am 
convinced that the experience just related 
was in its graver aspects typical rather 


than unique. To the extent the story 
may be considered a parable it teaches 
that: 


1. Direct mail has missed a large part 
of the trust market. (The best part, 
perhaps?) - 

2. Personal  solicitation—because it 
traditionally is directed to those who re- 
spond by return cards or otherwise to 
direct mail campaigns—has missed the 
same segment of the market. 

3. Lawyers are not primary sources of 
inter vivos business for trust compan- 
ies; they think still in terms of Wills, of 
probate and judicial settlements. 
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4. So, a selling job remains to be done 
on lawyers. 

5. Anticipation of tax savings (which 
was nowhere in Nameless’ mind) is a 
subordinate inducement to living trusts. 

6. There is a stoppage in the flow of 
the sale when “See your lawyer” acts as 
a “brush-off.” (How to avoid?) 


Legal Laboratories and Mortuaries 


R. NAMELESS agreed with each 

conclusion. As to the lawyers, he 
was sure the first lawyer was actuated 
by no consciously selfish motive in fail- 
ing to suggest the mechanism of the liv- 
ing trust. He was equally sure that the 
second lawyer’s advice, if he had gone 
to him originally, would have followed 
the pattern of the first. Lawyers, he 
suggested, seemed to regard living trusts 
as a financial device to be ‘“‘sold”—like 
life insurance—by trust company repre- 
sentatives. He had made inquiry and 
been told that tax-minded lawyers were 
—or had been—accustomed to recom- 
mend living trusts as a legal means of 
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avoidance, often with individual trustees. 
But for a general practitioner to propose 
a living trust for the sake of manage- 
ment during lifetime and as a substitute 
for probate was, so far as he could deter- 
mine, generally unheard of. 


In this, he thought, lawyers made a 
serious mistake. One had lost his busi- 
ness, he commented, because of the in- 
adequacy of his advice; had proved him- 
self ignorant of an important new de- 
velopment in the application of law to 
business needs .. . Like the doctor whose 
mainstays are calomel, cascara and ep- 
som salts but who intends, some day, to 
look into those new-fangled sulpha drugs. 

A third voice entered the discussion: 
“Of course that kind of doctor is dis- 
appearing. While law breeds that kind 
of lawyer. The business of following 
precedents. When it’s a matter of sav- 
ing a human life you don’t say, ‘Now, .- 
back in 1788, in Sussex, as reported in 
the Coroner’s Docket for that year, at 
page 173, as 1 recall, in the matter of 
one Lambeth versus certain biles and 
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humours—.’ No, you make some labora- 
tory tests. Lawyers could do with more 
laboratories and less libraries .. .” 


Indirect Mail Advertising 


R. NAMELESS had some interest- 
ing thoughts on solicitation. He 
thought that even direct mail could be 
made effective—if it could be made in- 
direct. Assuming a piece of direct mail 
is attractive, readable and convincing, 
the problems remain (1) to get it to the 
intended reader’s eye; (2) to get said 
eye to read. The winnowing secretary, 
to whom stern commands are often ad- 
dressed—‘IMPORTANT! YOUR EM- 
PLOYER IS EXPECTING THIS!”—is 
not alone to blame. Many a man who 
attends to his own mail tosses obvious 
circular mailing matter mechanically into 
his wastebasket. Of those who do re- 
move the piece from its envelope saying, 
“T must read this sometime—” alas! the 
best intentions often fail. 
Mr. Nameless’ suggestion—direct mail 
used indirectly—calls into service the 
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pleased customer, anyone, more or less 
close to the bank, who can be prevailed 
upon to write his own letters, using his 
own stationery and envelopes, to mail 
your booklets. This seems a little start- 
ling, could easily be overdone—is worth 
a studied trial—for trust men can use 
laboratories, too. 


Whenever I have been able to persuade 
commercial department officers to write 
individually typed and signed letters to 
the depositors and prospects they know— 
if only a few dozen at a time—calling at- 
tention to an enclosed folder or booklet, 
more tangible results have usually been 
obtained than from general mailings that 
go to several thousands. 


Serious Error in Solicitation 


N easy step—just once removed—is 
£\ to ask your counsel and your direc- 
tors to write on their professional or 
business letterheads. Here obviously is 
no “literature” from a bank, but a letter 
from a friend or business associate which 
will be opened and read, secretary or no 
secretary; and if a piece of printed mate- 
rial accompanies it, warmly recommend- 
ed by the writer as something he has 
found worthwhile forwarding, the 
chances are favorable that it, too, will 
be read; and it will be read with the re- 
spect due the friend who sent it. 

In essence this is the “testimonial” 
dressed up in Sunday clothes. “I have 
used the management service the X Trust 
Company offers, and have some of the 
enthusiasm of a discoverer. I feel that 
my friends don’t know of this practical, 
time-saving service and want to tell them 
about it. A good thing should be shared.” 
Carloads of backache medicine have been 
sold by testimonials; headache medicine 
is just another commodity—according to 
Mr. Nameless’ view. 

Mr. Nameless heartily agreed that the 
sending of a series of leaflets with return 
cards requesting a master booklet, while 
it has merit as a short cut for “leads,” 
if used continuously concentrates distri- 
bution of master literature within a rela- 
tively limited group; and that this group 
comes in time to include a considerable 
number of the merely curious—chronic 
card-returners. That, in reverse, a large 
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number of those who really need trust 
service are wary of subjecting them- 
selves to solicitation of unlimited dura- 
tion and unpredictable quality by writ- 
ing a “Yes” on a postcard. The indirect 
approach will reach some of these. Oth- 
ers will be reached if, instead of the cus- 
tomary creeping barrage of preliminary 
leaflets, they are subjected to a literary 
blitzkrieg: the master booklet itself, 
hurled right at them, with a letter—as 
brief as courtesy permits—from the top 
man in the bank, characterizing the book 
as important. This will cost less, in 
postage and printing and clerical hand- 
ling, than the process of attrition. When 
it hits—and it will make some hits, if 
well-aimed—the master booklet will hit 
hard enough to make an appreciable dent 
in the armor of sales resistance, where 
the little leaflets just bounced off. 


Non-Returns are Still Prospects 


HE people with money who do not 

send back return cards for master 
booklets should be included in the orbit 
of personal solicitation. Why wait for 
them to give some “sign” by X or by ini- 
tial that they are “willing?” We cannot 
intrude upon their privacy; the man to 
do it is not a hired salesman who is a 
stranger to the prospect, but the officer of 
the bank who handles the prospect’s ac- 
count. Panic on the V. P.’s part (“For 
heaven’s sake don’t go and talk about dy- 
ing to Jake Jones—we’ll lose his ac- 
count!”) may be avoided if the V. P. 
will create a conversational opening to 
talk about personal affairs. When the 
plunge has been made, then the officer 
seeks to bring his prospect to the trust 
man, as the expert. This is simple, fun- 
damental selling. If it isn’t done it is be- 
cause of inertia or timidity on the part 
of commercial officers; and the trust of- 
ficer must wage a constant private war 
against this timidity and inertia. 

Tax savings had no part, as I surmised, 
in Mr. Nameless’ plans. Emphasis on 
tax-saving as a motivation for establish- 
ment of living trusts tends to frighten 
away the average estate owner whose at- 
titude today is “What’s the use?” So 
many deors have been closed that tax- 
avoidance is practically a sealed room. 
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People are interested in taxation; will go 
to their bank for tax advice. But they 
will be better sold on the soundness of 
the bank’s counsel if it encompasses all 
objectives and stresses property manage- 
ment and family welfare. 


Documentitis—Cause and Cure 


NE point remained: the stoppage in 

the selling when “legal document” 
portentously loomed. Mr. Nameless, be- 
ing a buyer with a will of his own, had 
barged through the obstruction. He 
pointed out an obvious solution, if trust 
men will accept it. They have no trouble 
opening custody or safekeeping accounts; 
managing agencies are much simpler to 
put on the books than living trusts; a 
printed form of custody authorization or 
agency contract, and where do I sign? 


But the custody and agency forms are 
as much legal documents as a living trust 
agreement; the “where do I sign” atti- 
tude should be discouraged. They should 
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be read, and explained where necessary. 
If the reader is not sure of its implica- 
tions, he should be encouraged to consult 
with his attorney. A living trust agree- 
ment can be similarly treated. The pow- 
ers of the trustee can be profitably stan- 
dardized—profitably to all concerned. 
Granted that in the clauses having to do 
with disposition of principal or with 
benefits, there is need of tailored draft- 
ing. Irrevocable trusts should be slept 
over, re-read and expounded. But why 
should hands be raised in horror at the 
idea of offering to a prospective customer 
a printed specimen trust agreement, with 
blanks for the dispositive clauses—when 
you freely offer them printed contracts 
of only slightly less import? 

These are Mr. Nameless’ views. What 
he thinks is important: he is the cus- 
tomer. 


During 1942 the Minneapolis Foundation, 
a non-profit organization administering be- 
quests for charitable purposes, disbursed 
income totalling $21,455. The Foundation 
is currently administering funds aggregat- 
ing $787,627. Bequests to become operative 
later are estimated at over $1,640,000. 
Henry V. Bruchholz, of the First National 
Bank of Minneapolis, is treasurer of the or- 
ganization. 

0 


Farmers Deposit National Bank of Pitts- 
burgh is acting as registrar and paying 
agent of the $16,900,000 issue of the Pitts- 
burgh Housing Authority, with Chemical 
Bank & Trust Co. of New York, as co-pay- 
ing agent. Under the indenture, with ma- 
turities under these issues extending to 
1986, the bank has such duties as checking 
sinking fund and interest deposits. 
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Man Bites Dog: Citizens Bark 
at Bankers 


From Upper Darby, Pa., the American 
Banker some time ago reported: 


“The bankers of Delaware County, Pa., 
heard a novel and somewhat shocking pro- 
gram at their Fall meeting. A panel of 
five prominent citizens gave a frank state- 
ment of the public’s criticism of banks and 
bankers. 

“Donald L. Helfferich, executive vice- 
president of the Upper Darby National 
Bank, and president of the Delaware Coun- 
ty Bankers Association, acted as discussion 
leader. The members of the panel were: 
Martin Hatch, a lawyer; Mort Farr, the 
head of a successful appliance business; 
William Pickett, a realtor; William Carson, 
Administrator of the FHA for Easton, Pa., 
and Dr. Andrew Johnson, just a citizen. 


“The bankers were told that they were 
slow to see merit in anything, the success 
of installment houses, small loan companies 
and the mortgage companies being cited to 
support the contention. 


“The professional bank officer was ac- 
cused of keeping from or misinterpreting to 
his board of directors much of the new bus- 
iness and many of the new ideas that are a 
part of a changing economy. 

“The banks were presented as avoiding 
their duties as quasi-public institutions. 

“After the opening talks by the panel 
members, the bankers arose to their defense 
with much spirit and some eloquence. The 
members unanimously agreed upon three 
things, first, that if some of the opinions 
expressed were true, and it seemed they 
were, the banking fraternity needs to do 
a better job of interpretation of its posi- 
tion to the people. Second, that the pro- 
gram was the most stimulating they had 
ever heard, and third, that their president, 
Ty Helfferich, had demonstrated much cour- 


‘age in presenting such a program.” 


Lest is be overlooked, let it be noted again 
that “the bankers arose to their defense 
with much spirit and some _ eloquence.” 
While fighting hearts remain, all is not lost. 


() 


Governor Edward Martin of Pennsyl- 
vania announces the appointment of Wil- 
liam C. Freeman, of Lebanon County, as 
Secretary of Banking, succeeding John C. 
Bell, Jr., who is now Lieutenant-Governor. 
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WARTIME PUBLIC RELATIONS FOR TRUST INSTITUTIONS 


WILLIAM H. NEAL 
Vice President, Wachovia Bank and Trust Company, Winston-Salem, N. C. 


N the field of trust new business and 

public relations there are certain 
fundamental objectives which even the 
war does not change. If we lose sight 
of them, then we lose our perspective. 
The three underlying and continuing 
objectives of public relations in the 
trust field, are (1) to maintain the pub- 
lic concept of social usefulness and eco- 
nomic necessity of corporate fiduciary 
service, (2) to establish public confi- 
dence in the ability of trust men to do 
a competent job, and (3) to keep a 
steady flow of new business coming to 
our trust departments. 

Is it patriotic to advertise, to solicit 
new business, and to seek to increase 
our profits in wartime? The answer lies 
in the fundamental usefulness and 
necessity of trust service. Trust men 
are conservers of economic and human 
values. Are these not some of the things 
we are fighting to preserve? If we are 
doing our home front job of protecting 
in a capable manner, it is not selfish to 
attempt to broaden our sphere of use- 
fulness by seeking more opportunities 
to serve. 


Future Business 


The chances of creating large estates 
in the future have been greatly reduced, 
but there are many mitigating circum- 
stances which serve to lessen the effect 
this may have upon trust institutions. 

(1) There are probably now in exis- 
tence as many large estates as have 
existed at any time during the past de- 
cade. For some years to come our trust 
departments will have about as much 
of this kind of business as they have 
ever had. The decline will be gradual, 
not precipitate, thus allowing trust men 
ample time in which to adapt and ad- 
just. 

(2) Settling large estates has never 
been the sustaining business of the 


Excerpts from address before the Wartime Trust 
Conference, Feb. 10, 1943. 


great majority of trust institutions. 
Only in the metropolitan centers has it 
been a major factor. Small and medium 
sized units of business will continue to 
be the life blood of the trust business. 


(3) Despite taxes and limitations on 
incomes, more medium sized estates, in 
the range of $25,000 to $250,000, are 
being built up today than ever before. 


(4) With less chance of large profits 
or incomes, more careful management 
of incomes with greater emphasis on 
conserving for the future will prevail. 
There will be a great field of potential 
trust business waiting to be served. We 
must be sure that we are prepared 
to handle it creditably, economically 
and profitably. This imposes upon man- 
agement the responsibility to consider 
more standardized procedure, the com- 
mon trust fund, the elimination of every 
unnecessary expense, the revision of 
fees. In building a public relations and 
new business program we must have a 
foundation of good service and profit- 
able operation on which to build. 


Wartime Opportunities to 
Enlarge Service 


No doubt every trust institution is 
serving men in the armed forces by 
looking after their business affairs and 
investments in their absence, but how 
many other business men in service, or 
on wartime government jobs, do not 
know what trust men can do for them? 


Another opportunity for wartime 
trust service is taking over the duties 
of individual trustees and executors 
who have been called away. Here we 
can fill a vital need and at the same 
time give a very effective demonstration 
of the continuity of corporate trust ser- 
vice. 

The general trust market has been 
further enlarged by a combination of 
wartime conditions. The general uncer- 
tainty, the heavy tax burdens, the in- 
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creasing problems of investment and 
property management, plus the growing 
realization that individual trustees and 
executors are not available and are not 
equipped to undertake such complicated 
tasks—all of these factors are adding 
new emphasis in the public mind to the 
value of the trust institution. 


Emerging from this war period is a 
new field of service which should com- 
mand the attention of every trust insti- 
tution that has the facilities to handle 
such business—the employee pension 
trust. The former tax discrimination 
against trust institutions handling pen- 
sion trusts was removed by the Revenue 
Act of 1942. Because of the flexibility 
of trust service as compared with insur- 
ance contracts, trust men now have a 
definite advantage. If we do this job 
well, we have an avenue of favorable 
approach to a large class of people who 
heretofore had no interest in and little 
concern for trust institutions. Here is 
a chance to broaden our social useful- 
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ness and enhance our standing with a 
large segment of the American public. 


Formulating a Program 


I cannot emphasize too strongly the 
necessity of thinking of public relations 
and new business in terms of a program 
that implies planning, coordination, and 
continuity. No trust institution is too 
small to employ all the methods of 
reaching its community—advertising, 
publicity, customer relations, and busi- 
ness development through personal 
representation. 

We should not restrict our advertis- 
ing messages to the carefully selected 
lists of a few years ago. With new 
services to offer and a broader segment 
of the public as our potential customers, 
we must use media that will reach a 
much larger portion of the population. 
Newspapers should receive a larger 
share of the advertising budget, and 
where feasible, cooperative newspaper 
advertising seems to be very effective. 
The banks of Rochester, New York, have 
recently done some splendid advertising 
of this kind (see Nov. 1942 Trusts and 
Estates 479). 

With the kind of wartime story we 
have to tell, newspapers will welcome 
statements relating to trends in trust 
service. Don’t miss an opportunity to 
talk to civic and educational organiza- 
tions. What trust men say at such 
meetings is news. 

It is most important that we watch 
our customer relations. New employees 
must be thoroughly imbued with the 
spirit of trust service, they must be cau- 
tioned regarding its confidential nature 
and instructed in the proper ways of 
interpreting our institution and its ser- 
vices. This can only be done through 
regular staff meetings. 

Direct selling or personal representa- 
tion is the only method that will secure 
new business in proper volume. These 
other necessary activities merely sup- 
plement the personal appeal. ° Wartime 
manpower problems increase the diffi- 
culties, but with the public more ready 
and willing than ever to hear our story 
and with the need for our service grow- 
ing daily we must meet the situation. 





NEW BUSINESS 


TRUST NEW BUSINESS COLUMN 


SLOGANS—AND REPUTATION 


T is our business to ponder over the 

imponderables that bring success to 
some, deny it to others. Reputation is one 
of these factors that cannot physically be 
weighed. There are some who believe 
that reputation can be achieved only by 
faith, others only by good works. Of the 
first school are those who believe in 
slogans. 

The power of slogans (like the power 
of women, to quote a current slogan) is 
not to be underestimated. “Lucky Strike 
Green Has Gone to War” was reported, 
in a recent legal proceeding, to have in- 
creased sales 35% in a single month. But 
such year-in-and-year-out standbys as 
“The Friendly Bank,” or “The Bank with 
the Clock” have no miracle-working attri- 
butes. 

They were never meaningful; no one 
would miss them if they were dropped 
quietly from sight. In their place a more 
lasting and more important reputation 
might be built on the base of good works. 
To be known as the trust institution 
which is outstanding in its community in 
the field of investment management, or 
which has the most impressive record of 
court appointments to executorships and 
guardianships; to be the bank to which 
one instinctively turns when problems 
involving insurance or pension trusts or 
taxation or estate planning are involved 
—slogans will be self-born out of such 
facts as these. 


REPORT ON PENSION TRUSTS 


HE pension trust questionnaire (see 
last month’s column) was a success. 
Responses were prompt, candid and com- 
plete. It is not possible to do justice to 
them in this issue; analysis will be de- 
ferred until March. In the meantime, 
Mr. Hanmer’s article in this number 
keeps the pension ball rolling. And he 
really rolls it! 
One especially heartening fact was dis- 
closed: in this new field there is appar- 
ently no disposition to give trust service 


away. Fee schedules are fair, practical 
and surprisingly similar. There is much 
to be done to develop pension trust bus- 
iness, but not much to be un-done. 


“TOO MANY COOKS...” 


T a meeting recently of the “Presi- 

dents and Secretaries of Group and 
County Associations, Sponsored by the 
Committee on County Organization of 
the New York State Bankers Associa- 
tion” (try that on your alphabet!) Mer- 
rill Anderson, president of the Merrill 
Anderson Company, speaking of group 
advertising for banks, used words like 
‘namby pamby” to describe the kind of 
advertising that is apt to result from the 
labors of over-large committees—a mes- 
sage which will not offend anybody, but © 
not interest anybody either.” 


The functions of the larger group, Mr. 
Anderson suggested, should be the fram- 
ing of a general objective; agreement as 
to amount of money to be spent, and its 
allocation; selection of an individual or 
very small committee to give the cam- 
paign specific form. This sound advice 
was given: 


“Get competent, creative people and 
trust them on the effective way to appeal 
to the public. Do not underestimate the 
value of capable writing, good illustration 
and good typography, as compared with 
the cost of the space. Publication space 
and radio time are merely the raw mater- 
ials—which can be worthless or priceless, 
depending on what you do with them.” 


F. A. A. Bulletin Honored 


First award as best trade association pub- 
lication in the industrial publications field 
has been awarded to the Bulletin, monthly 
magazine of the Financial Advertisers As- 
sociation, by the Industrial Editors Associa- 
tion of Chicago. Editor of the publication 
is Preston E. Reed, executive vice president 
of the F. A. A. 
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WHERE IS TRUST BUSINESS HEADING? 


HE ultimate objective of the trust 

business is to make trust service 
available to all who need it, declared 
Gilbert T. Stephenson at the Wartime 
Trust Conference in New York this 
month. Citing the stimulus which the 
last war gave to trust business in Eng- 
land and that which the present con- 
flict has given to trust business in Aus- 
tralia, Mr. Stephenson, who is director 
of the Trust Research Department of 
the American Bankers Association, as- 
serted that the outlook for American 
trust business is very bright if trust 
institutions will make the most of exist- 
ing opportunities. 

At the moment, the trust business is 
heading into several factors which will 
condition its future, Mr. Stephenson 
said. Of these there are: 


1. The attitude and influence of the 
returning soldiers. To the extent that 
they and their families “get and keep” 
a good impression of trust institutions 
during the war, they will look upon 
them favorably. In this connection, 
Mr. Stephenson referred to a statement 
on “The Trust Institution in Wartime” 
which has just been approved by the 
Trust Division’s Executive Committee 
(and was not available for publication 
at the time of going to press). He urged 
extensive use of this statement in ad- 
vertising, direct mail, display, etc. 


2. A period of fewer larger estates 
but a higher average estate. Trustmen 
must prepare themselves to handle 
these smaller estates profitably, consid- 
ering possible economies in operations, 
adoption of a cost accounting system, 
and adjustment of compensation. 


3. A period of increased emphasis 
upon social and individual security. 
This trend should be made “water on 
the wheel” to obtain more trust busi- 
ness, Mr. Stephenson remarked. The 
trust institution’s century-old theme 
song of security has now become the 
national refrain, he said. Stress should 
be laid upon the development of em- 
ployee pension trusts and community 
trusts, both of which are “social mind- 


ed.” In the latter connection, Mr. 
Stephenson cited the proposal for 
Soldier and Sailor Trust Funds ad- 
vanced in the December 1942 issue of 
Trusts and Estates. 


ee Os 


Work of Surrogate’s Courts 


The following figures taken from sum- 
maries of the work done in 1942 by the Sur- 
rogate’s Courts in three New York counties 
may furnish the basis for some interesting 
comparisons. 


New York 


Wills admitted 

Wills contested 

Wills rejected without trial as 
defectively executed 

Wills rejected after trial 


Letters of trusteeship issued __ 


Decrees on accounting 
Gross estates accounted for 


Estates under joint control with 
guardian clerk as of 12/31/42 

Amount on deposit under such 
control 

Annual guardian accounts ex- 


$503,362,609 
6,334 
$7,193,533 


2,420 

Net assets in hands of guard- 

ians as shown in these ac- 
counts 


Estates (2,550 testate, 2,691 in- 
testate) filed under tax law _$391,720,864 

Estate and transfer taxes as- 
sessed 


$45,774,421 


$23,773,613 
Westchester 


Wills probated 

Wills rejected 
Accounts checked 
Contested accountings 
Assets accounted for 


Wills admitted 886 
Wills contested 19 
Wills rejected before or 

after trial 9 
Estates under joint control of 

guardian and guardian clerk 

12/31/42 
Amount deposited in banks 

during 1942 $ 514,865.02 
Amount on deposit 12/31/42_ $2,984,774.12 
Taxes assessed $ 75,077.43 
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ECONOMIES IN TRUST ADMINISTRATION 


Some Fundamental Suggestions for Reducing Expenses 
and Increasing Efficiency 


ALLEN LANGSTON 
Trust Officer, Security National Bank, Raleigh, N. C. 


HE margin of profits in even the best 

run trust department is narrow by 
comparison with most other types of 
business requiring a comparable amount 
of capital and skill in operation. For 
this reason economies in operation are of 
great importance to the trust man. Yet 
the liabilities of the department and its 
duties to customers are such that the 
utmost care should be taken to avoid 
impairment of efficiency. 

This problem takes on greatly added 
significance in periods of stress and up- 
heaval such as the present. Many mate- 
rials ordinarily in everyday use have dis- 
appeared or, at best, are hard to obtain. 
Satisfactory replacements for trained 
men lost to the services are unobtainable 
and even untrained people of requisite 
calibre are extremely scarce. And the 
tax load is more burdensome than ever. 
All these dislocations make it more than 
ever imperative that every reasonable 
economy be practiced. 


Overlooking the Obvious 


T it not uusual to find that many of 
the simplest and most obvious means 
of achieving truly economical operation 
have been overlooked. One of the most 
obvious methods is to require that all 
supplies be purchased through a central 


purchasing department. It is preferable, 
wherever possible, to have this depart- 
ment make all purchases of supplies for 
the entire institution. 
of supplies in small quantities can be 
largely eliminated without impairing the 
working efficiency of the department. 
Contracts and purchasing procedure can 
be standardized, thereby avoiding to a 
considerable degree any occasion for hap- 
hazard purchases to meet pressing needs. 


Equipment and supplies should be de- 
signed to meet the continuing needs of 
the trust department. Letterheads and 
other printed or engraved forms should 
be changed as infrequently as possible. 
Otherwise they must be bought in small 
lots or carry the risk of becoming obso- 
lete. Many a trust institution has found 
its stock room filled with stationery car- 
rying the names of officers or directors 
who have resigned, died, or become in- 
active. This out-dated stationery can be 
over-printed, which looks bad; it can be 
reworked for other uses, which is expen- 
sive; or it must be discarded altogether. 
The situation of the small bank whose 
letterheads for more than two years car- 
ried the name of a deceased president, 
two directors who had resigned, and a 
trust officer who had left the bank to be- 
come the head of the trust department 
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Thus the buying : 
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of a competing institution, illustrates the 
point. 

In so far as practicable, office machines 
should be standardized. Typewriters 
should carry type of a uniform size, and 
other machines should be so designed 
that work is easily interchangeable. 

Very substantial savings can be effect- 
ed by adopting uniform departmental 
procedures. ‘The procedure for getting 
the work of the department on the com- 
pany’s books certainly should be rigidly 
standardized. Once the bookkeeping or 
auditing system is established it should 
be changed or otherwise disturbed only 
to meet new conditions or to cope with 
important and well established trends 
affecting the volume of business. 


Accounting Procedure 


REQUENT or drastic changes in ac- 

counting procedures should be avoid- 
ed because they are expensive and cus- 
tomers are disturbed by them. The trust 
beneficiary who is contented with his an- 
nual statement because he believes he 
understands it may be considerably an- 


noyed by the necessity of familiarizing 
himself with the same statement in an- 
other form. One trust company used a 
compact, well organized statement form 


for many years. This statement was fre- 
quently copied as a pattern by the courts 
and by individual fiduciaries. As such 
it was a source of substantial good will 
for the institution. As a part of the in- 
stallation of a new accounting system a 
different statement form was adopted 
which was hard to read. Courts and cus- 
tomers alike were upset; some flatly re- 
fused to accept it. 

With the increasing realization of the 
importance of accounting in a trust de- 
partment has come a tendency to make 
accounting procedure needlessly compli- 
cated and expensive. Most trust depart- 
ments have now reached the point where 
serious attention should be given to sim- 
plification of accounting procedure. The 
simplest system that will give the trust 
beneficiaries, the trust administrative of- 
ficer, and the trust company directors 
adequate information on what is happen- 
ing in their trust department is not only 
the most desirable; it is the most eco- 
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nomical. In most departments it will be 
found that some system utilizing book- 
keeping machines is far more economical 
than keeping ledgers by hand. On the 
other hand the simplest and most inex- 
pensive machine is usually sufficient. 


Developing Specialists 


ESS obvious opportunities for econ- 

omy in administrative activities of a 
trust department may be found in stan- 
dardization of the procedure for handling 
insurance, real estate, and taxes. In 
every trust department there is occasion 
to purchase fire or other types of casualty 
or property insurance and to deal with 
life insurance companies in the handling 
of death claims and the changing of 
beneficiaries under trust agreements. In 
a department large enough to have sev- 
eral officers, there will be a great deal of 
lost motion and many sources of friction, 
if each individual officer undertakes to 
handle directly all the insurance which 
may concern accounts under his super- 
vision. On the other hand, one individual 
who deals with insurance at frequent in- 
tervals is able to handle it with far less 
waste motion than would be possible if 
several individuals performed the same 
task at much rarer intervals. This is 
especially true of life insurance. The 
individual who handles life insurance 
problems at frequent intervals soon be- 
comes familiar with the procedure in- 
volved in the solution of each problem 
and the peculiar requirements of those 
companies most frequently dealt with. 
He will also find that the assurance ac- 
quired in handling this particular type of 
work at frequent intervals is of great 
help in dealing with those companies 
whose policies are handled less frequent- 
ly. 

If real estate is an important item in a 
trust department, its general manage- 
ment should be lodged in one person. 
Otherwise a great deal of time and money 
will easily be lost through lack of a uni- 
form procedure. The person who handles 
real estate should be charged with such 
particular responsibility that he will feel 
justified in devoting a large part of his 
time to problems bearing particularly on 
trust real estate. 





LRUST OPERATIONS 


The payment of ad valorem property 
taxes, income taxes, and inheritance or 
estate taxes also presents opportunities 
for economies through standardization 
of procedures. As a general proposition, 
responsibility for the listing and pay- 
ment of property taxes in all trust ac- 
counts should be vested primarily in the 
person having general oversight of trust 
real estate. Income and _ inheritance 
taxes should be the responsibility of one 
person who is equipped by training and 
experience to deal with the particular 
problems presented by these taxes. Time 
and money will be lost by having each 
officer, regardless of his training or ex- 
perience, undertake to look after these 
taxes, and no one in the department will 
possess that degree of expertness in tax 
matters which should be possessed by 
some member of the trust department. 


A Work Sheet 


N a small.department a single officer 
may have to handle every type of 
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transaction arising in the course of a 
day’s work. He should ease his own work 
and protect his department by filing care- 
fully prepared memoranda for future 
reference by himself or other members of 
his staff. Each recurring problem, and 
the work involved in its solution, should 
be described in considerable detail. If 
this is done the memorandum itself will 
serve as a blue print for the solution of 
similar problems arising in the future. 
The preparation of such memoranda will 
require no great amount of work and will 
avoid much of the uncertainty and lost 
time as a result of inexperience or faulty 
recollection. 

In the search for true economy it will 
be found that the goal is reached more 
frequently through increased efficiency 
than through mere reduction in the pres- 
ent volume of expenditures. And while 
plans adopted now must meet the test of 
abnormal conditions, care should be taken 
to see that these plans can be carried 
over into more normal times. 
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Implications of Rent Control 


Conceding that some form of rent con- 
trol is essential in total war, in the at- 
tempt to control the course of prices, Er- 
nest M. Fisher, Director Research Mort- 
gage and Real Estate Finance, American 
Bankers Association, pointed out to the 
Association’s Wartime Conference on 
Trust Problems in New York City this 
month that the effect of such control is 
to protect or single out a restricted group 
—tenant families. The effect of rent 
control, Dr. Fisher said, is not to protect 
the income and purchasing power of the 
people, but of this restricted group of 
tenants, and by restricting the rights of 
the smaller group that comprises the 
landlords. “It is primarily a measure 
designed to insure political tranquility,” 
he asserted. 

Dwelling accommodations constitute 
the only segment of the economy the pric- 
ing of which has been fixed retroactive- 
ly, although rents in a major portion of 
the nonfarm areas of the country were 
probably at a comparatively lower level 
prior to the defense program than those 
of any other segment of the economy, 
Dr. Fisher declared. Moreover, rent con- 
trol discards all thought of market bal- 
ance, and maladjustments are thus cre- 
ated and enhanced by its operations. 

However restricted by limitation in the 
original legislation, rent control will not 
easily disappear. The imbalances bred, 
and the absence of corrective forces in 
the market, all operate to perpetuate rent 
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control. Trust officers will be concerned 
with rent control for some time after the 
termination of hostilities and it would be 
wise to bear this thesis in mind in the 
operation of trusts, Dr. Fisher concluded. 


Controls Cut Realty Sales 


Present requirements of OPA affecting 
sales of residential property unnecessarily 
cut off the possibility of home ownership 
from a very large proportion of the people 
in practically every community in which 
they are in effect. The hardship, falling 
primarily upon persons of small income 
and largely upon war workers, is bound to 
affect adversely both our social economy 
and the war effort. That is the consensus 
of reports from cities over the country 
brought before OPA officials this month 
by the National Association of Real Estate 
Boards through its Realtors’ Washington 
Committee. 

The regulations, part of OPA’s present 
regulation for rent control and in effect 
wherever rent control is in effect, require 
a one-third cash down payment and a 90- 
day notice in the purchase of residential 
property that involves involuntary dispos- 
session of an existing tenant. 

Their purpose to prevent “sales” made 
only to evade rent control could be achieved 
without so severe a requirement, one that 
disturbs established home financing prac- 
tices, the Association holds. It asks that 
the regulations be modified, and has made 
specific suggestions as to how this could 
soundly be done. 





Rental-Value Insurance 


Due to the inability to procure materials 
or labor, the possibility of loss of rental 
income as the result of fire is much more 
serious than formerly, states Thomas F. 
Glavery of the Chase National Bank of 
New York in an article in the January issue 
of The Trust Bulletin. Therefore, he points 
out, the importance of trustees’ obtaining 
rental-value insurance is greater than ever. 
Such insurance may be written as a separ- 
ate policy or by endorsement to a policy 
covering property loss by fire. The insur- 
ance should be effected for the term of at 
least one year. 
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MEETING PERSONNEL PROBLEMS 


ANKS have added or expanded no 

less than ten functions as a result 
of the war effort, a fact which has ag- 
gravated the personnel situation created 
by bank men leaving for the armed 
forces or war industry. This was the 
stage set by William Powers for the 
panel discussion on personnel problems 
at the Wartime Trust Conference in New 
York this month. Mr. Powers, who is 
Director of Customer and Personnel 
Relations for the American Bankers 
Association, presided over a group which 
included J. Stanley Brown, Personnel 
Director of Chemical Bank & Trust Co., 
New York; Leslie K. Curry, vice presi- 
dent, Mercantile-Commerce Bank & 
Trust Co., St. Louis; and C. Stewart 
Baxter, assistant vice president and as- 
sistant trust officer, National Bank of 
Detroit, substituting for George E. 
Parker, Jr., of the same institution. (Mr. 
Baxter is also Appeal Agent for a local 
draft board.) Following is a summary 
of the discussion on questions submitted 
in advance. 


Q. To what extent should deferment 
be sought for “specialists” in the trust 
department? Is it compatible with the 
war effort to seek such deferment? If 
drafting for war work becomes a reality, 
in what position will banks be? 


Mr. Baxter: In considering an appli- 
cation for deferment, the test is whether 
the individual is irreplaceable. It is not 
necessary that he be engaged in strictly 
war work. (Parenthetically, Mr. Baxter 
urged that bank men consider themselves 
engaged in war work.) Thus, a trust 
employee who has become a specialist in 
income tax work would probably be deem- 
ed irreplaceable. It would be wise for the 
bank to contact the draft board for 
proper deferments before the employee 
is placed in 1A, filling out the pertinent 
forms and showing that the institution 
has previously sought only so many de- 
ferments and how the functions which 
the individual performs are essential. Do 
not make blanket applications for de- 
ferment. Should any future law or rul- 
ing classify banking as an essential activ- 


ity, it would still be necessary to gauge 
each individual by this test. Moreover, 
there is no such thing as “exemption” 
from the draft, but a “deferment” there- 
from, for a maximum period of six 
months which is subject to subsequent 
extension or reduction. 

Mr. Brown: Trust institutions should 
follow the lead of industry by training 
“specialists” rather than the traditional 
general training over a five or ten year 
period. The “judgment” offcials would 
put together the final “product.” 

Mr. Powers: The War Manpower 
Commission has given assurance that 
banking will not be placed on the list 
of non-essential activities. 


Q. How can prospective employees be 
sold on working for a bank? ; 

Mr. Curry: For the more and more 
women who will be needed, a different ap- 
proach from that used with men is re- 
quired. To the latter, we can talk 
“career.” The employee should be con- 
vinced (presupposing the bank itself is 
first convinced) that banking is contri- 
buting substantially to the war effort. 
Point out the fine opportunity for women 
in the trust department. Personnel 
policies should be so adjusted that the 
new employee will want to continue to 
work for the institution. 

Mr. Brown: We have been spending 
too much time trying to obtain employees 
who are inherently typed for industrial 
work. Effort should be made to obtain 
a fair share of the white-collar group of 
prospects. Some of the arguments that 
can be used with these people are (1) 
regular hours, (2) use of head rather 
than hands, (3) advancement on basis of 
merit rather than union seniority, (4) 
association with persons of the same ilk, 
(5) relative stability of income over the 
period of working lifetime (over the 
next year or two, the government will 
take most of war-excess income and there 
won’t be much to buy with what is left). 
Continue to sell the employee after he 
is hired, point out the good to overcome 
the bad (that exists in every business or 
profession). 
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Mr. Curry: Adhere to the policy of 
promoting from within to replace a de- 
parted employee. 


Q. What sources of employees are 
now available other than the traditional 
suppliers (schools, etc.) ? 

Mr. Brown: The Chemical Bank has 
written to the family of every man who 
has gone into service, asking if they 
know of anyone who is seeking a position. 
A system of “upgrading” should be used 
whereby present employees are given an 
opportunity to assume additional re- 
sponsibilities. 

Mr. Powers: In the latter connection, 
banks might well follow the example of 
industries which have adopted Manning 
Tables which constitute a complete inven- 
tory of each employee’s functions, record, 
length of time necessary to train, etc. 

Q. What can be done regarding men 
who will return from service? 

Mr. Curry: Not all of them will want 
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to come back to the bank, and those who 
do will not all return together; hence 
there will be an extended period of re- 
adjustment. Moreover, many women will 
desire to go back to housekeeping. 

Mr. Brown: Banks must have reorien- 
tation training programs for returning 
employees and find new places for them 
in many cases where, for example, several 
men had held the same position before 
going to war. 


Q. How shall salary adjustments be 
handled under the Stabilization Order? 

Mr. Brown: The Commissioner of In- 
ternal Revenue’s policy is that raises 
must not result in a material increase 
of the bank’s total payroll. While not 
necessary, it is advisable to submit to 
the appropriate unit the salary schedule 
as of Oct. 3, 1942, within which increases 
are permitted without the requirement 
of further approval. 
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TRUST OPERATIONS 


TRUST YEAR IN REVIEW — AND IN PROSPECT 


DDITIONAL annual reports to bank 

stockholders received since last 
month serve to confirm the favorable im- 
pressions as to the outlook for trust 
business which were set forth in the Jan- 
uary issue (see page 39). One further 
comment should be made here concerning 
these statements. An increasing number 
of institutions are reporting their trust 
income. In this connection the New York 
State Bankers Association has taken the 
lead in recommending a condensed report 
of earnings, one of the categories of 
which is “commissions and fees,” and a 
number of New York City banks have 
followed the suggestion. Some of these 


show the following ratios: 
Percentage 
of Total 
Earnings (App.) 


Commissions 
& Fees 


Bank of 
Manhattan 

Chase or 

J. P. Morgan _. 


14% 
15% 
22% 


$1,820,968 
6,600,000 
. 1,707,746 


Excerpts from reports received follow 
in geographical order: 


While the low yield on high grade securi- 
ties and the scarcity of prime mortgages 
and other investments suitable for trust pur- 
poses have been felt in our Trust Depart- 
ment insofar as money that becomes avail- 
able for reinvestment and new funds in- 
trusted to our care are concerned, results 
obtained for our trust clients have continued 
on the average to be most satisfactory.— 
MERCHANTS NATL. BK., Mobile, Ala. 


We are gratified by the increase in the 
number of income-producing accounts ob- 
tained by the Trust Department. This De- 
partment is providing competent manage- 
ment for the properties of many who have 
been called for wartime service. The Rev- 
enue Act of 1942 authorizes for the first 
time the deduction from taxable income of 
many of the fees for trust service and prop- 
erty management. — SECURITY-FIRST 
NATL. BK., Los Angeles. 


Business in the Trust Department field 
continues to be slow. We are endeavoring 
to operate the Trust Department on as effi- 
cient and economical a basis as possible in 
the hope that when conditions favorable to 
the acquisition of new trust business do 


come about, our Trust Department will be 
ready and able to acquire its share——UN- 
ION BK. & TR. CO., Los Angeles. 


= 
It is a pleasure to report a substantial in- 
crease in new business in our Trust Depart- 
ment and a continuation of its profitable 
operation. Changes in our national tax 
laws, plus war conditions, have caused many 
persons to give thoughtful consideration to 
the status of their personal affairs. Clients 
who have not heretofore drawn their wills 
have found it advisable to do so and others 
have revised old wills—ANGLO CALIFOR- 
NIA NATL. BK., San Francisco. 
2 
The Trust Department made good pro- 
gress during the year. Statistics from the 
State Superintendent of Banks’ report of 
1942 in regard to estates held in court 
trusts and on wills probated in San Fran- 
cisco show that the Trust Department is 
maintaining its share of new business. 
Trust Department’s agency account busi- 
ness increased during the year; a consider- 
able number of accounts came from people 
who were called away for war service and 
from persons in insular possessions of the 
United States. We periodically invite cus- 
tomers to review their life insurance trusts 
and wills on deposit with us for safekeep- 
ing, and this has helped them to keep their 
estate plans up to date—-WELLS FARGO 
BANK & UNION TRUST CO., San Fran- 
cisco. 
e 
The Trust Department earnings for the 
year 1942 were satisfactory even in the face 
of declining income from investments. We 
received 64 new trust accounts during the 
year and 78 were terminated, showing a net 
decrease of 14. The number of wills filed 
in the Trust Department where we are 
named executor or trustee or both continues 
favorable. Trust department earnings were 
approximately 12% of gross income. — 
AMERICAN SECURITY & TR. CO., Wash- 
ington, D. C. 
7 
The business in the Trust Department 
continues to be satisfactory. During the 
year a New Business Program was started 
and the results have been gratifying. This 
program has been of material assistance 
to our customers. As a result, a number 
of new wills in which the Company has 
been named in some fiduciary capacity have 
been received. 
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The Department is making a vital con- 
tribution to the war effort through the 
management of property entrusted to its 
care by persons in the Military Service.— 
UNION TRUST CO., Washington, D. C. 

2 

The report of the Trust Department for 
the year 1941 referred to the progress in 
earnings and in the increases in the asset 
value of the estates administered by the 
Company. This progress has continued 
throughout the year 1942, the earnings be- 
ing among the highest for any year in the 
history of the Department, and the value of 
the estates in process of administration dur- 
ing the past year being substantially in ex- 
cess of the value of the estates reported in 
settlement in any previous year. This De- 
partment has shown a steady growth from 
year to year. 


It is gratifying that the number of estates 
in the custody of the Company for adminis- 
tration, as well as the assets of the estates 
involved, have increased during the year, 
and likewise that the number of wills filed 
were in excess of those filed in the previous 
year. An encouraging feature of the ser- 
vices rendered by the Department is the 
increase in the amount of life insurance 
policies held in trust. One explanation of 


this is undoubtedly the using of life insur- 


ance as a means for providing funds for the 
payment of death taxes—WASHINGTON 
LOAN & TR. CO., Washington, D. C. 

aa 

Our Trust Department enjoyed one of the 

best years of its history both from a stand- 
point of volume and profit. Much of this 
success we attribute to the interest of our 
customers and stockholders.—_FIRST NATL. 
BK., Atlanta. 

» 


The Trust Department has had a very 
busy year, and the results accomplished were 
on the whole very satisfactory. In the 
Corporate Trust Division activities were 
somewhat limited because there were prac- 
tically no new security issues, and conse- 
quently few appointments as Trustee, Regis- 
trar, Paying Agent, etc. On the other hand 
we can record a substantial increase in the 
use of the facilities of our Personal Trust 
Division, and a number of important execu- 
torships, and other fiduciary appointments 
were added to the growing volume of that 
department.—HIBERNIA NATL. BK., New 
Orleans. 

Our Trust Department has continued to 
operate on a satisfactory basis. We know 
of many new wills that have been drawn 
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naming us as executor and trustee, and the 
opportunity to be of increasing service in 
this department seems to be definitely on 
the increase.—FIDELITY UNION TR. CO., 
Newark, N. J. 

e 

The Trust Department in its Corporate 
Trust and Agency divisions has had a small- 
er volume due to the decline in Corporate 
financing under war conditions and to the 
comparative inactivity of the security mar- 
kets. The Personal Trust and Estate divi- 
sions, however, have shown consistent 
growth as the result of their service in 
comprehensive estate planning.—COMMER- 
CIAL NATL. BK. & TR. CO., New York. 

+ 

Because of a considerable decline in 1942 
in corporate financing and stock market 
activity, there has resulted a reduction in 
income of the Corporate Trust and Stock 
Transfer Divisions, which are largely depen- 
dent on these activities for their earnings. 
As one of several precautions against the 
loss of trained personnel, the Trust Depart- 
ment has consolidated its operations as 
much as possible. The merger of the Per- 
sonal Trust Division of the Fifth Avenue 
Office with that of the Main Office has re- 
cently been completed—GUARANTY TR. 
CO., New York. 

e 

The dislocation of normal business has 
restricted corporate financing considerably, 
and the inactivity of the stock market has 
also affected the income from Transfer and 
Registration Fees. However, a persistent 
drive for new business has met with consid- 
erable success, and sufficient new income 
has thus been obtained to offset these de- 
creases largely and to result in our Corpo- 
rate Trust Division showing earnings for 
the year which compare favorably with pre- 
vious years. 

The large amount of detail required in 
the handling of Personal Trusts, the legal 
requirements that must be observed, to- 
gether with the fact that fees are fixed by 
statute, have always limited somewhat the 
net operating income from this division. 
Many new opportunities have been found 
during the year for Personal Trust service 
to men engaged in some form of Govern- 
ment work. The income from these sources 
has had a favorable effect upon our earn- 
ings. 

On the whole, our Trust Department has 
continued to gain in the volume of its busi- 
ness, has held its own in net earnings dur- 
ing this difficult period, and has improved 
the efficiency of its service to the public.— 
MANUFACTURERS TR. CO., New York. 





TRUST OPERATIONS 


The growth of the Trust Department in 
the past year was substantial. Especially 
for men and women in military service or 
otherwise engaged in the war effort, trust 
facilities provide the solution to the invest- 
ment and personal problems arising in these 
unusual times. Customers concerned with 
rising taxes and changing economic condi- 
tions are being assisted through our new 
estate planning service in developing effec- 
tive and economical plans for the manage- 
ment and distribution of their estates. 

For many corporations, the Trust Depart- 
ment acts as agent in the preparation of 
returns and reports required by Government 
regulations; it is providing on an increasing 
seale the facilities for employees’ pension, 
profit-sharing, and bonus plans involving 
the administration of annuity contracts and 
trust funds. 

Our trust services have been adapted to 
the needs of individuals and corporations in 
wartime, and our effort has been reflected 
in a gratifying volume of new trust ac- 
counts —NATIONAL CITY BK., Cleveland. 


The operating results of the Trust De- 
partment during 1942 have shown a gratify- 
ing improvement.— CORN EXCHANGE 
NATL. BK. & TR. CO., Philadelphia. 

2 

Personal trust funds as of December 
31, 1942 were $55,769,481.12 which is an 
increase of $589,142.75 over the year 
previous. In the field of new trust busi- 
ness, a gratifying number of Wills has been 
filed with the Company. Efforts have also 
been directed toward the acquisition of Spe- 
cial Agency Accounts, and Trusts—various- 
ly described as Fixed Payment or Annuity 
—designed to assure a sum certain to the 
income beneficiaries. Very much higher 
costs due to circumstances beyond our con- 
trol and resulting from the greater com- 
plexity of legal, tax and investment prob- 
lems have caused fees to be seriously de- 
ficient. The trust officers have explained 
this situation to the settlors and beneficiar- 
ies of many trust accounts with the result 
that an upward adjustment of fees has been 
made in a very large percentage of such 
cases—_GERMANTOWN TRUST CO., Phil- 
adelphia. 

e 


The volume of personal trust business 
showed a satisfactory increase during 1942 
and for the first time in many years this 
branch of the bank’s business operated at a 
small profit—LAND TITLE BK. & TR. 
CO., Philadelphia. 
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The operations of the Trust Department 
during the past year continued on.a satis- 
factory basis. Trust Funds at December 
31, 1942, totaled $7,559,000—NATIONAL 
BK. OF GERMANTOWN, Philadelphia. 

* 

The Trust Department, as well as the 
Corporate Trust Department, has shown 
slightly better results from operations than 
in the previous year, but the returns for the 
responsibility and work involved are still 
inadequate. Our Discretionary Common 
Trust Fund is well diversified as to bonds, 
preferred and common stocks and has shown 
gratifying stability of principal and a very 
satisfactory yield throughout the rather er- 
ratic markets of the last two years. On 
Nov. 30th the value of the Fund was $11,- 
566,199 with 1,057 participants, against $8,- 
183,025 with 876 participants at the close 
of the previous year. Income from Per- 
sonal and Corporate Trusts was $1,590,103.- 
24, out of a total of $7,888,312.14—PENN- 
SYLVANIA CO. FOR INSURANCES, etc., 
Philadelphia. ; 

e 

Further evidence of the high reputation 
of the Trust Department, won by painstak- 
ing attention to administration and invest- 
ment supervision, is contained in the sub- 
stantial increase in trust funds, and in the 
increase of 62% over the volume of per- 
sonal trust business secured during the pre- 
ceding year. New trust estates opened dur- 
ing the year numbered 15% more than in 
1941. The volume of life insurance trusts 
continued on the upgrade. 

There was an improvement in the income 
produced by our Common Trust Fund A 
during the twelve months ending December 
10, 1942 (the last valuation date). Income 
distributed in 1942 totaled $4.03 per unit 
of investment, as compared with $3.68 in 
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1941. The total assets now amount to 
$2,614,000, and are distributed as follows: 
bonds, 49%; FHA insured mortgages, 16%, 
common stocks, 35%. Although common 
stock averages reached an eight-year low 
since the creation of the Fund in June, 
1940, and even Government bonds fluctuated 
as much as 6% in market price, unit values 
of the Fund covered only a range from 
$94.60 to $104.05. The December 10, 1942 
valuation was $100.66 per unt. 


Trust department commissions were 
$541,732.67 out of total income of $4,408,- 
072.13, compared with $540,355.46 and 
$4,319,919.80, respectively, for 1941. — 
PEOPLES-PITTSBURGH TR. CO., Pitts- 
burgh. 

. 

Services rendered to the people and insti- 
tutions of this area by the Trust Depart- 
ment continue to increase. The year 1942 
was a good one, both in volume of business 
and in fees earned. Personal and advertis- 
ing efforts have borne fruit. As more pub- 
licity is given to taxes, and their effect be- 
comes increasingly apparent to the indivi- 
dual, public consciousness is awakening to 
the necessity of planning estates, (1) to 
minimize shrinkage due to estate and in- 
heritance taxes; (2) to provide for such tax 
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payments; (3) to conserve and make distri- 
bution of the remainder of the estate as best 
fits the needs and capabilities of the bene- 
ficiaries. Such planning often leads to the 
advantageous use of living trusts for cur- 
rent and future tax purposes. The Trust 
Department can trace a large amount of 
new business to the recommendations of the 
Bank’s customers and friends.——FIRST & 
MERCHANTS NATL. BK., Richmond, Va. 


a 
During the year we have again had the 
satisfaction of seeing our trust business 
grow substantially. Many new accounts are 
receiving our services and there is every 
prospect of a good year ahead for us. Never 
in our history have the bank’s customers 
shown so much interest in trust activities 
due, no doubt, to a fast changing world, 
which tends to make the management of 
property more complex.—STATE-PLANT- 
ERS BK. & TR. CO., Richmond, Va. 
£ 


The Trust Department has again shown 
a substantial increase in assets committed 
to its care. Last year I reported to you that 
this department’s total assets were $9,118,- 
785.62, and at the close of this year this 
amount had been increased to $9,850,213.79. 
I am confident that it will continue to grow 
even more rapidly than it has in the past. 
Our agency service has been increasingly 
employed. The complexity of investment 
conditions and the entry into military ser- 
vice of so many civilians combine to give 
our Trust Department a greater opportun- 
ity for service in this field. The volume of 
this type of business has shown a nice in- 
crease during the past year.—FIRST 
NATL. EXCHANGE BK., Roanoke, Va. 

* 

The report of our Trust Department 
showed continued growth in the four of- 
fices where Trust services are provided. 
This increase is especially evident in the 
probate division, and it is gratifying to re- 
port that a large amount of this business 
was received either directly or indirectly 
from shareholders of the Bank. The num- 
ber of such new accounts and the greater 
average size would indicate that more indi- 
viduals of substantial means are turning to 
banks for service as executor and adminis- 
trator. Never has it been more apparent 
that experience and financial responsibility 
are essential qualifications of a trustee.— 
SEATTLE-FIRST NATL. BK., Seattle. 

+ 

The Trust Department continues to make 
steady progress in developing new business. 
—MARSHALL & ILSLEY BANK, Milwau- 
kee. 
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BLOCK SALES OF SECURITIES 


Advantages of Orderly Liquidation Through New Secondary 
Market and Special Offerings 


EUGENE BARRY 
Shields & Company, New York City 


NCENTIVE still is the means for 
getting results. Nowhere, in 
these days of change, is there a bet- 
ter example of this axiom than is 
provided by the “special offering” and 
“secondary offering” techniques for 
the liquidation or sale of large blocks 
of listed and unlisted securities. The 
incentive is the special commission or 
discount allowed to brokers and deal- 
ers for disposing of the block. 

This special compensation lies at the 
base of the mechanism created first in 
the form of the “secondary offering” by 
the syndicate method of distribution and 
followed subsequently by the “special 
offering’’ method on the floor of the New 
York Stock Exchange. Both types of 
offerings have proved quite definitely 
that, regardless of the depressed mar- 
kets prevailing since 1929, buyers can 
be found for blocks of investment stocks 
or bonds if the broker or dealer really 
makes a determined effort to locate them. 

Until early in 1940, when the British 
Government, in an effort to raise needed 
additional funds for prosecution of the 
war, negotiated for the sale of large 


quantities of American securities in our 
markets, individual investors, estates 
and trustees had had no choice but to 
rely upon the traditional methods of dis- 
tribution previously employed. One 
such method was to offer a block by what 
has been called “dumping.” This char- 
acterization is fully justified by the re- 
sults attending the practice of throwing 
a large number of shares of a given se- 
curity on the listed market and hoping 
for the best that could come from offer- 
ing the block in driblets of several hund- 
red share lots so as not to depress the 
price too much. 


Use of Syndicate 


NOTHER method—proved sounder 
A in principle by the subsequent devel- 
opment of the “secondary offering” tech- 
nique—was the formation of a banker- 
dealer group along syndicate lines, to 
spread the offering over a broad area at 
a given time and at a stated price with 
all plans laid to encourage the utmost 
sales activity on a specified date. 


When it became necessary for the 
American market to attempt the absorp- 
tion of some $400,000,000 of British-own- 
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ed American securities a better method 
had to be devised. The new plan suc- 
ceeded, giving impetus to the so-called 
“twilight” or off-board offerings. 


Then it was that trust officers came to 
realize that liquidation of security blocks 
in estates or readjustment of trust port- 
folios in their care could be achieved in 
a similar manner, either for blocks of 
closely-held securities, or for large aggre- 
gates of a single issue from a number of 
accounts. If closely-held issues represent 
a “controlling” interest, registration 
with the S.E.C. is necessary prior to dis- 
tribution. Investment banking firms that 
had had many a problem presented tc 
them of how to sell a large number of 
shares of a listed security began to make 
a specialty of such offerings. The prac- 
tice continued until the New York Stock 
Exchange in February of 1942 realized 
that the advanced secondary technique 
was depriving its members of revenue 
which, by every logical consideration, 
they were entitled to. The “special offer- 
ing,” with the typical secondary offering 
commission incentive, was worked out in 
agreement with the Securities and Ex- 
change Commission and today is a dem- 
onstrated success as proven by the record 
of completed and over-subscribed offer- 
ings. 


Attaining Diversification 


SUBSTANTIAL majority of the 

special and also secondary offerings 
made since the British Government’s 
liquidation of American securities has 
originated with the trust departments of 
banking institutions, since large blocks 
are most frequently found in estates and 
trust funds managed by trust officers. 
As a result of this 12 months of success- 
ful experience executors now have a new 
but proven method of meeting several 
important problems of estate administra- 
tion, off-board transactions amounting to 
3,545,432 shares or 2.8% of sales on the 
N. Y. Stock Exchange for 1942. 


Many estates, individuals and institu- 
tions have put themselves in funds for 
payment of taxes or other objectives by 
employing this special machinery. There 
is, too, considerable advantage in a one- 
price sale, both in easing tax and other 
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accounting problems, and in avoiding dif- 
ficulties of allocating different sale prices 
equitably where sold from various estates 
and at different times. In effect, it 
makes unnecessary the application of the 
“first in-first out” practice. In enabling 
trustees to achieve and maintain neces- 
sary diversification for their clients’ in- 
vestments, the special (or secondary) 
offering is undoubtedly a solution of no 
less importance than it is for liquidation 
purposes, and as a satisfactory market- 
ing technique for either war or peace- 
time use, will doubtless find increased 
usefulness. 


The special offering has many and far 
reaching economic benefits. Capital, even 
under conditions of depression or war, 
is made less stagnant, and investment 
holdings quite outside those distributed 
by special offerings must eventually share 
to some extent in the increased market 
activity thereby generated. 


Conditions for Special Offerings 


HE process, of course, is not as 

simple as it may appear. Many fac- 
tors must receive careful analysis and 
accurate appraisal prior to offering a 
block of securities either by means of a 
special offering or by a secondary distrib- 
ution, to ensure success. Strict compli- 
ance with Federal regulations and Stock 
Exchange rules is essential; as an ex- 
ample, stabilizing operations, if conduct- 
ed, have to be kept within the require- 
ments of the applicable rules and poli- 
cies of the Securities and Exchange Com- 
mission. To this end the New York Stock 
Exchange has issued carefully detailed 
instructions for the guidance of its mem- 
bers. 


Factors which the sponsoring member 
firm and the Stock Exchange must con- 
sider before a special offering is under- 
taken or permitted are listed by the Ex- 
change as follows: 


(a) the daily price range and the vol- 
ume of transactions in such stock 
on the Floor of the Exchange dur- 
ing the preceding six months; 
attempts made to dispose of the 
stock in the regular market on the 
Floor of the Exchange; 
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(c) The existing condition of the spe- 
cialist’s book with respect to such 
stock; 
the apparent past and current in- 

. terest in such stock in such regu- 
lar market on the Floor; and 

(e) the number of shares and the cur- 

rent value of the block of such 
stock proposed to be covered by 
such Special Offering. 


(d) 


Except in special circumstances a “Spe- 
cial Offering” will not be permitted un- 
less the offering involves at least 1,000 
shares of stock or shares having an ag- 
gregate market value of $25,000, which- 
ever is greater. No special offering shall 
be made unless each of the following 
conditions is met: 


(1) The person for whose account 
such Special Offering is to be 
made shall at the time of such 
offering be the owner of the en- 
tire block of stock so to be offered. 
The person for whose account 
such Special Offering is to be 
made shall include within the Of- 
fering all of the security which 
he then intends to offer within a 
reasonable time, and there shall be 
furnished to the Exchange before 
the Offering is made a written 
statement by the offeror to that 
effect or a written statement by 
his broker stating that the broker 
has been so advised by the offeror. 
A Special Offering shall remain 
open for at least three consecutive 
hours of trading on the Exchange. 
The person for whose account 
such Special Offering is made 
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shall agree that, during the mini- 
mum period prescribed by fore- 
going paragraph (3), he will not 
offer in the regular market on the 
Floor of the Exchange any shares 
of the stock which is the subject 
of such Special Offering, unless 
the prior permission of the Ex- 
change is first obtained. 

The special commission referred 
to in Rule 491 shall not exceed $1 
per share on purchases at a price 
of $50 or less per share, or 2% of 
the purchase price on purchases 
at a price in excess of $50 per 
share. 

No member or member firm shall 
directly or indirectly receive any 
part of the special commission re- 
ferred to in Rule 491 on account 
of any purchase for his or its own 
account made pursuant to a Spe- 
cial Offering. 

A Special Offering shall not be 
made unless it can be accepted in 
a lesser amount or amounts than 
the total of the securities offered. 


A Special Offering shall be made 
for acceptance in round lots or in 
odd lots, without preference, and 
in the case of an odd lot purchase 
‘no differential shall be added to 
the gross purchase price of the 
Special Offering. 


Record of Results 


OME special offerings have proved 

far more successful than others. 
This is in part explained by the care 
with which the operation is arranged, as 
well as by the sponsoring firm’s ability 
to analyze various market conditions and 
to act upon the information at the proper 
time. Unquestionably, experience and 
organizing ability play a highly impor- 
tant part. The more special or second- 
ary offerings a firm makes the better 
qualified that firm usually is to manage 
the sale of other blocks. 

An example of the practical working 
of the “special offering” system of distri- 
bution is found in the recent offering of 
56,724 shares of The Texas Company 
common stock. The executors of an 
estate decided on January 11, 1943 to 
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sell all its holdings of this security; they 
contacted a member of the New York 
Stock Exchange and within thirty min- 
utes contracted to sell the block the next 
day at $1 under the last sale. The stock 
was offered at 10:45 A. M. the following 
morning and all sold by 3 P. M. that day, 
at a price of $43 per share. The exec- 
utors received $42 per share net and the 
block was distributed without any ma- 
terial effect upon the market price; it is 
now selling at $44. The executors dis- 
charged their liability quickly and effi- 
ciently without taking an undue market 
risk. 


Following is a record of the issues 
sold in the “secondary market” and by 
special offering for the month of Decem- 
ber 1942: 


Security 


First National Bank of innit 
Sears Roebuck -_...........-..... £ 


Yale & Towne 

Wm. Wrigley, ZJr., 
Master Electric Co. 
Standard Oil Co. of N. J. 


perma Deue, Inc. _$____._... °& 818 
_ 27,000 

12,460 
*65,527 


Superior Oil - 

Manufacturers ‘Trust 

International Paper 

Federal Insurance Co. -.............----------- 
Potash - 

Aluminum Corp. ‘Pfd. - 
Manufacturers Trust 
Twin Coach - pees 
E. I. du Pont de Nemours & Co. - jeunes 
National Cay Sank —§§$.____..... 
Lone Star Gas 

Standard Steel Spring ais 
Providence- Washington Ins. “Co. nei 
United Gas Corp. $7 cum. ist Pfd. __ 
Procter & Gambie Pid. —_._______.. 
Kennecott 

Twentieth Century-Fox Pfd. 
Twentieth Century-Fox Com. _..... 
G. C. Murphy 

24 

Lionel Corp. 
Lehigh Coal & Navigation 

Cosmnte Trest Co. LL 
Master Electric Co. 
American Seating 


15 
16 


17 
21 


23 


28 
30 


*Special Offerings. 
NA—Not Available 


65,000 
50,000 
15,500 
.. *12,000 
* 6,700 


* 9.000 
_ * 5,000 


sincesasiciatseadsaadelambabie * 1,650 


Dividends in War Bonds 


Gratified by the result of its introduction 
in August, 1942, of a plan to pay dividends 
in war bonds or stamps or in cash, the 
Belden Manufacturing Company has in- 
formed its stockholders that it will continue 
this policy. The stockholders subscribed 
for 9.6 per cent of war bonds or stamps out 
of the first two dividends declared under 
this plan. The management believes the 
average for a full year will be well in ex- 
cess of 10 per cent, which is the Treasury 
Department’s objective on income from all 
sources. If all corporation directors adopt- 
ed similar plans, the Treasury Department 
has estimated that war bond sales could 
be increased by as much as $500,000,000 a 
year. 


Approxi- 
mate 
Sale Price 
120 

60% 


Gross 
Spread 


$8.00 
NA 
NA 
1.055 
NA 
NA 
NA 
0.95 
NA 
1.50 
NA 
NA 
NA 
5.00 
NA 
0.55 
NA 
NA 
NA 
NA 
NA 
3.00 
NA 
NA 
NA 
NA 
NA 
NA 
0.75 
NA 
NA 
NA 
NA 


Number 
Shares 


1,200 


Selling Group 
Commission 


$5.00 
1.00 
0.75 
0.50 
1.00 
0.75 
0.50 
0.70 
0.875 
0.80 
0.40 
1.25 
1.75 
2.50 
0.80 
0.35 
1.50 
0.40 
0.25 
0.50 
1.00 
2.25 
2.00 
0.50 
0.60 
0.40 
1.00 
0.75 
0.50 
0.25 
3.00 
0.75 
0.50 


1,500 


1,500 





Air Transport and Rails 


Visions of huge airliners and towed 
glider “sky trains” carrying a major 
share of the world’s commerce over sea 
and land are everywhere publicized to- 
day. 

It should be remembered that the dol- 
lar sign is a very unimportant part of 
the war-time transport formula. In 
peace time, however, the dollar cost of 
transportation becomes all important. At 
present the cost of transport by air is 
between thirty and fifty times the cost 
of transport of the bulk of commodities 
by surface means. 


Future technological development will 
make possible a great reduction in the 
cost of flying an airplane. But the air- 
craft industry has no corner on brains. 
The railroads, too, undoubtedly will cut 
their costs by engineering and operating 
advances permitting greater speeds and 
increased plant and equipment utiliza- 
tion. In aviation, operating costs are 
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higher in relation to fixed costs than in 
other forms of transportation, and, 
therefore, increased volume has less im- 
portance among the possibilities for ocst 
reduction. 

For the large bulk of commodities 
speed in transit is a relatively unimpor- 
tant consideration, the most important 
factor being the rate of flow. The vol- 
ume of domestic air cargo could increase 
100-fold and yet capture only one-tenth 
of one per cent of the freight ton-miles 
now carried by the American railroads. 
It would appear that the airplane cannot 
supplant, but instead will supplement, 
the railroads. 

W. A. PATTERSON, Pres. United Air 

Transport Corp. in Investment Banking 

for Dec. 1942. 


Salary Limitation and 
Real Estate 


Investments in apartments and large 
structural developments, totaling billions of 
dollars, will be endangered, according to 
the views of the Real Estate Board of New 
York, if the Federal government limits per- 
sonal income to $25,000 a year. Such a 
limitation, the board says, would destroy 
the market for large apartments. 


Occupancy of these buildings would be 
reduced if the persons, who could afford to 
live in these buildings, were restricted by 
the government in the amount they might 
spend. The result “is bound to be reflected 
in the inability of the owners of those 
properties to meet municipal taxes on the 
basis of the present assessed valuations of 
those properties,” the Board avers. 


0 


Life Insurance Down 


New life insurance written in 1942 
amounted to $7,804,701,000 against $8,331,- 
638,000 in 1941, a drop of 6.3 per cent, the 
Association of Life Insurance Presidents 
has announced. The figures cover thirty- 
nine United States companies having 81 per 
cent of all life insurance outstanding in all 
legal reserve companies. 

New business of the reporting companies 
in December totaled $811,710,000 against 
$1,141,316,000 in the same month of the 
previous year, a decrease of 28.9 per cent. 
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THE FUTURE OF INTEREST RATES 


J. H. RIDDLE 
Economic Adviser, Bankers Trust Company, New York 


HERE is little doubt as to the ability 

of the Treasury and the Federal Re- 
serve System together to keep rates low 
during the war period and to stabilize 
the structure around the present level al- 
though there may be some difficulties in 
maintaining specific rates. It seems logi- 
cal to expect that rates will continue to 
be stabilized somewhere around these 
levels in the immediate post-war period, 
say for two or three years. There may 
be some adjustments, especially in the 
short-term rates, but it is doubtful 
whether the controls will permit any 
major rise in rates generally. The Treas- 
ury will still be borrowing large sums of 
money, at least for a year or so, and will 
have a huge floating debt to refund. 
Moreover, the banks will hold enormous 
amounts of government securities at the 
end of the war, and it will be most im- 
portant to avoid price declines that might 
shake confidence and lead to general 
liquidation. No doubt every effort will 
be made to avoid the disturbing factor 
of rising interest rates. 


The influences toward higher interest 
rates may be outlined as follows: 


(1) In spite of enormous new plant 
facilities in this country which will be 
left by the war, there will probably be a 


period of substantial capital demands, to . 


cover the cost of converting to civilian 
production. Repairs and upkeep of most 
peace-time plants are being neglected 
during the war and will have to be made 
up in the post-war period. Usually de- 
preciation and maintenance expenditures 
run some $6 or $7 billion per year. After 
the war many plants will be in a poor 
state of repair or even obsolete, but heavy 
tax payments may have prevented most 
companies from accumulating much cash. 
A large part of the reconversion expendi- 
tures and the postponed maintenance ex- 
penditures will be made in the first two 


From address before the A.B.A. Wartime Con- 
ference on Trust Problems in New York City, 
February 10, 1943. 


or three post-war years, but if we have 
a period of high business activity, as 
many anticipate, there may be substantial 
demands for capital funds for several 
years. 


New inventions and new industrial 
processes developed during the war will 
be utilized in the production of peace- 
time goods, also requiring new capital 
expenditures. With a greater plant 
capacity, improved processes, new tech- 
niques, and millions of newly trained 
skilled workers, it has been estimated by 
some that our post-war production may 
soon be 50 per cent greater than in pre- 
war days. This will call for increased - 
working capital as well as for fixed capi- 
tal. Residential construction will also 
probably rise to large proportions within 
a few years after the war. 


(2) If genuine world peace and politi- 
cal confidence are restored, foreign re- 
construction activitives might cause a 
flow of capital funds from low interest 
rate countries like the United States into 
higher interest rate countries. Probably 
the greater part of the foreign funds held 
in this country will either be withdrawn 
or used to buy goods here. 


(3) No doubt we shall again have pe- 
riods of high business activity and ris- 
ing prices. In case such a situation 
should threaten to get out of hand, the 
inclination of the Federal Reserve Sys- 
tem would be to restrain credit expan- 
sion and raise interest rates. 


Factors Which May Tend to 
Keep Rates Low 


(1) Our country is economically much 
more mature than a few decades ago; not 
only has it been highly industrialized, 
but the tendency to save has increased 
with the expanded output and the en- 


larged national income. With a high 
rate of production and a large national 
income, perhaps savings will be large. 
High taxes may restrict savings in the 
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middle and upper income brackets, but 
this may be partly offset by savings in 
the lower income groups. 

(2) Social reforms, bureaucratic con- 
trols, and a government attitude which 
was generally interpreted as unsym- 
pathetic to business resulted in substan- 
tial suppression of the investment incen- 
tive during the past decade. Now we are 
adding to these factors heavy taxes which 
will probably not be repealed very soon. 
If high taxes and other governmental 
measures should have the same discour- 
aging effect upon investments and busi- 
ness enterprise in post-war years as 
during the 1930’s, there would probably 
be little tendency for interest rates to 
rise. 

(3) A huge and perhaps growing pub- 
lic debt and the large bank holdings of 
government securities will make it ex- 
ceedingly difficult to reverse the easy 
money policy and return to higher rates. 
It is possible, of course, that the budget 
may be balanced, or at least the deficit 
reduced to small proportions, but it seems 
doubtful whether very much progress 
will be made in debt retirement for sev- 
eral years. An important reversal in in- 
terest rate policy would mean not only 
increasing the cost of the public debt but 
also the danger of unfavorable markets 
for necessary Treasury financing. The 
Government must necessarily feel re- 
sponsible for the safety and welfare of 
banks which are large holders of govern- 
ment securities, and will want to avoid a 
reversal of interest policy that might 
have substantial adverse effects on them. 

It is generally recognized that in time 
of war it would be unwise to increase 
rates and thereby throw an added burden 
of adjustment on the Treasury and the 
banking system, but, with a huge public 
debt and large bank investments, the 
problem will be much the same in time 
of peace. This will be especially true if 
fiscal policy should lead to continued de- 
ficit financing. 


Future of Quantitative Credit Controls 


Since the outbreak of war quantitative 
credit control powers (such as open mar- 
ket operations and changes in reserve re- 
quirements) are being used to stabilize 
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interest rates and bond prices and to pro- 
vide ample credit for the Treasury’s 
needs at the stabilized rates. That is an 
important change in the objective of 
monetary policy, and raises the question 
as to what the policy will be in the post- 
war period. The two things cannot be 
done at the same time. If the objective 
is to keep interest rates and bond prices 
stable, then obviously the same controls 
cannot be used to tighten credit and raise 
interest rates in order to prevent busi- 
ness excesses and inflation. On the other 
hand, if the volume of credit is controlled 
and interest rates varied in order to 
regulate investment, business activity 
and employment, then interest rates can- 
not be stabilized. 

Quantitative credit controls over busi- 
ness activity have never been very satis- 
factory in this country, partly because 
we have not been very adept in handling 
them and partly because they have great 
inherent limitations, especially since the 
international gold standard ceased to 
operate. Attempts to check business ex- 
cesses have been effective, as a rule, only 
when applied so drastically as to cause a 
reversal in business trends. 


An additional factor which seems to 
argue against the use of quantitative 
credit restraints after the war is the 
large volume of bank deposits which will 
exist and which may be utilized more 
fully. The use of the then existing de- 
posits more actively might create infla- 
tionary influences without any further 
expansion in bank credit. Those influ- 
ences could not be controlled by quantita- 
tive credit-control measures. Direct con- 
trols of various kinds are now proving 
much more effective than monetary meas- 
ures did in the past. 

Every effort will be made to prevent 
business exeesses and runaway prices by 
other means before resorting to restric- 
tive monetary measures which might 
drive interest rates up, greatly increase 
the cost of the public debt, and demoral- 
ize the bond market. Perhaps our large 
productive facilities and growing pro- 
pensity to save may help to prevent the 
need for restrictive measures. 

It has been suggested that in a period 
of rapid business and credit expansion the 
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Federal might hesitate to feed the mar- 
ket more credit in order to keep interest 
rates stable. It is not believed, however, 
that the authorities would permit a rise 
in rates through inaction unless they 
were willing to do the same thing by 
positive action. They cannot evade re- 
sponsibility for market conditions by 
passive policy. 


Easy Money and Fiscal Policy 


The effects of easy money conditions 
on business borrowing and the expansion 
of bank credit are not always the same. 
Easy money is at best a permissive factor 
and its effects vary under different con- 
ditions. During the 1930’s when we had 
low interest rates we did have expansion 
of bank credit, but that was due to fiscal 
policy. If fiscal policies lead to credit 
expansion, such expansion cannot be at- 
tributed to low interest rates and prob- 
ably would not be checked materially by 
tighter credit conditions. Furthermore, 
low rates, in themselves, did not seem to 
stimulate private business borrowing to 
any great degree. There were too many 
other factors in the picture. 


Moreover, it is not at all clear that 
we can get a better balance between de- 
mand and supply of funds at high rates 
than at low rates. There is no statistical 
evidence indicating a very close relation- 
ship between the rate of interest and the 
volume of savings. 


Direct Controls vs. Quantitative 
Credit Controls 


Some direct controls, such as controls 
over stock markets and_ installment 
credit, are known as selective credit con- 
trols because they attempt to restrict 
particular uses of credit rather than to 
control the volume of credit. Perhaps 
selective controls of some kind will con- 
tinue to be used in the post-war period. 
They may even be extended to other 
forms of credit rationing or restrictions 
on the speculative uses of credit. 


Other direct controls are non-mone- 
tary, such as price controls, rationing of 
commodities, etc. There may be an in- 
clination to use some of these non-mone- 
tary measures in time of peace if and 
when necessary to prevent business ex- 
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cesses and runaway prices. Public oppo- 
sition to most direct controls in time of 
peace may be strong. 


Fiscal Policy 


Fiscal policy—the use of government 
expenditures and taxation to regulate the 
volume of business—may also help to re- 
place Federal Reserve monetary policy. 
The use of government expenditures to 
stimulate business activity is the domin- 
ant feature of fiscal theory. Taxation 
and debt retirement to prevent over-ex- 
pansion are also a part of fiscal theory, 
but they have not been stressed so much 
as the need for pump-priming expendi- 
tures. 


Originally designed to supplement and 
support monetary policy, fiscal policy now 
threatens to supplant it. Fiscal policy 
may not prove any more effective than 
monetary policy in the long run, but for 
the moment this particular doctrine holds 
the spotlight and probably will be given 
further trial. This may make it easier 
for the Federal Reserve to continue to 
direct its efforts toward keeping interest 
rates stable. 

In the later developments of fiscal 
theory emphasis has been placed on the 
need for long-run public expenditures to 
compensate for alleged chronic tenden- 
cies toward over-saving and under-invest- 
ment. If this policy prevails it will make 
even more difficult the return to a mone- 
tary policy that restricts credit and var- 
ies interest rates as one of its weapons. 


“The banking system can increase its ser- 
vice to the nation by redoubling its efforts 
to attract every dollar of potential savings 
left over after War Bond purchases. 

“It will not be enough merely to open 
the tellers’ windows and wait for the public 
to bring its savings in. Nor will it be 
enough merely to urge savings in the ab- 
stract. The ordinary human being must 
have a goal. Millions of our people want 
to plan now for the houses, cars, washing 
machines that will again become available 
when the war is over. The banks can help 
by encouraging installment savings for fu- 
ture consumption. Saving in wartime to 
buy a car or house in peacetime can help 
win both the war and the peace.”—Elliott V. 
Bell, N. Y. Superintendent of Banks, before 
N. Y. State Bankers Assns. 
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NEW BANK PRESIDENTS 


TORRENCE E. HEMBY FRANK R. ELLIOTT FREDERIC I, FISKE 
American Trust Co., Harris Trust & Savings Bank, Montclair Trust Co., 
Charlotte, N. C. Chicago, Il. Montclair, N. J. 


NORFLEET TURNER LEWIS A. SHEA 
First National Bank, First National Bank, 
Memphis, Tenn. Bridgeport, Conn. 


TRUST OFFICIALS PROMOTED 


LOUIS W. FISCHER HENRY PIRTLE ARTHUR C. REGAN 
American National Bank, Cleveland Trust Co., First National Bank, 
Chicago, Il. Cleveland, Ohio Minneapolis, Minn. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Tuscaloosa—Frank S. Daniel of the CITY 
NATIONAL BANK has been advanced to 
executive vice president and trust officer 
from vice president, cashier and trust offi- 
cer. 


ARIZONA 


Phoenix — THE VALLEY NATIONAL 
BANK has made the following promotions: 
L. W. Fletcher to vice president; Victor H. 
Pulis to trust officer; F. L. Gibson and G. 
A. Hillier to assistant trust officers, and B. 
M. Lee to manager of the investment de- 
partment. 


CALIFORNIA 


Los Angeles—Frank L. King has been 
elected executive vice president of THE 
CALIFORNIA BANK. He has been comp- 
troller and a senior officer of the Continen- 
tal-Illinois National Bank & Trust Co. of 
Chicago for the past 12 years. 


Los Angeles—E. E. Bolin appointed trust 
officer and assistant secretary of the SE- 
CURITY-FIRST NATIONAL BANK, Long 
Beach branch. 


San Francisco—Gerald W. Wickland, as- 
sistant vice president, WELLS FARGO 
BANK & UNION TRUST CO., left the 
bank December 17 to enter the Navy as a 
lieutenant, J.G. 


Los Angeles — Following the recent 
merger of TITLE GUARANTEE AND 
TRUST CO. into TITLE INSURANCE 
AND TRUST CO., George A. Reimers and 
Ben W. Utter, president and vice president 
and trust officer, respectively, of the former, 
were elected vice presidents of itle Insur- 
ance & Trust. Ralph H. Spotts, formerly 
associate counsel of the continuing institu- 
tion, was elected vice president. He is 
chairman of the Trust Division of the Amer- 
ican Bar Association. George B. Colby, R. 
H. Baird and Craig M. Arbuckle, of the 
absorbed company, were made assistant 
trust officers. Stuart O‘Melveny continues 
as president, and William N. Allen as 
chairman, of Title Insurance & Trust Co. 


COLORADO 


Denver—John S. Kennedy of THE IN- 
TERNATIONAL TRUST CO. promoted to 
vice president; Stanley H. Johnson named 
trust officer. 


CONNECTICUT 


Bridgeport—Lewis A. Shea of the FIRST 
NATIONAL BANK & TRUST CO. has 
been elevated from executive vice president 
to president, succeeding Walter B. Lasher. 


Hartford—At the PHOENIX STATE 
BANK AND TRUST CO. Lynwood K. El- 
more was chosen associate trust officer and 
Alfred R. Bengston, Albert H. Barton and 
Winston C. MacDonough were made as- 
sistant trust officers. 


DELAWARE 


Wilmington—Ira S. Pruitt of the SE- 
CURITY TRUST CO. has been promoted 
from assistant secretary to assistant trust 
officer. 


Tilghman Johnson, a director and former 
vice president of the trust department of . 
the WILMINGTON TRUST CO., recently 
retired at the age of 90. He has been in 
banking circles since 1910 and was pre- 
viously a mining engineer and lawyer. 


DISTRICT OF COLUMBIA 


Washington—William N. Grimes, Jr., of 
the AMERICAN SECURITY & TRUST 
CO., has been elected assistant real estate 
officer. 


FLORIDA 


Jacksonville—G. W. Frazier, a vice pres- 
ident of the ATLANTIC NATIONAL 
BANK, has also been appointed trust offi- 
cer. 


Orlando—Miss Alice H. Woodrow of the 
FIRST NATIONAL BANK has been ap- 
pointed assistant trust officer. 


Tampa—C. P. Cobb has been named as- 


sistant trust officer of FIRST NATIONAL 
BANK. 


ILLINOIS 


Alton—C. A. Caldwell of the ALTON 
FIRST NATIONAL BANK & TRUST CO. 
has been elevated to chairman of the exe- 
cutive committee from president. 


‘Chicago — Louis W. Fischer of the 
AMERICAN NATIONAL BANK & 
TRUST CO. is now vice president. He 
formerly was assistant vice president and 
will continue as personal trust officer. Har- 
old F. Koenig has been elected assistant 
trust officer. 
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Chicago—R. D. Beckett, trust officer, has 
been elected vice president of the MER- 
CANTILE NATIONAL BANK. 


Chicago—Carsten E. Ronning of the 
CONTINENTAL ILLINOIS NATIONAL 
BANK & TRUST CO., has been elected 
comptroller, succeeding Frank King, re- 
signed. 


Chicago—Charles S. Schillo and Milton 
Olson of the MUTUAL NATIONAL BANK 
have been appointed assistant trust officers. 


Chicago—Albert W. Harris has resigned 
at the age of 75 as chairman of the board 
of the HARRIS TRUST & SAVINGS 
BANK. He will continue as a member of 
the board, which he headed as president 
from 1913 to 1923. The board elected How- 
ard W. Fenton to succeed Mr. Harris. 
Frank R. Elliott was elected president to 
succeed Mr. Fenton; Frank McNair, elect- 
ed executive vice president and Stanley G. 
Harris was made chairman of the executive 
committee. Harold W. Lewis, Verne L. 
Bartling, Glenn M. Forgan and J. T. 
Keckeisen, assistant secretary of the trust 
department, to assistant vice presidents; 
Horace V. Condit and Rollin B. Mansfield 
were appointed assistant trust officers. 


Chicago—J. Mills Easton was promoted 
from Manager, Advertising and Publicity, 
to 2nd vice president in charee of that 
department at THE NORTHERN TRUST 
CO. John M. Maxwell has been promoted 
to vice president. 


Pekin—Edwin A. Lampitt was advanced 
to president of the AMERICAN NATION- 
AL BANK; I. M. Weimer named vice pres- 
ident and also cashier and director; D. H. 
Green to trust officer. 


INDIANA 


Elkhart—Russell L. Hoak, formerly as- 
sistant vice president and trust officer of 
the FIRST NATIONAL BANK, has been 
advanced to vice president. 


Fort Wayne—H. G. Fenker, assistant sec- 
retary, DIME TRUST & SAVINGS BANK, 
has also been elected trust officer during 
the absence of Hugh M. Creigh, with the 
U. S. Army at Camp Wheeler, Ga. 


Indianapolis — In the FLETCHER 
TRUST CO., Hugh McK. Landon was elect- 
ed chairman of the board, succeeding the 
late Evans Woollen; Francis A. Ohleyer 
named senior trust officer; Burke Nicholas 
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and Edward C. McKinney named trust of- 
ficers. Donald S. Morris, vice president of 
the trust department elected a director. 
Jacksonville—Charles A. Johnson, presi- 
dent of ELLIOTT STATE BANK, elected 
also chairman; Marvin L. Schuetz named 
farm adviser and assistant trust officer. 


Marion—Marshall Williams advanced 
from trust officer to vice president and di- 
rector of the FIRST NATIONAL BANK. 


IOWA 


Des Moines—C. Ream Daughrity has 
been named assistant trust officer of the 
IOWA-DES MOINES NATIONAL BANK 
& TRUST CO. 


KENTUCKY 


Ashland—John W. Woods, Jr., THIRD 
NATIONAL BANK, has been advanced 
from vice president and trust officer to 
president, succeeding John W. Woods, Sr., 
now chairman. 

Louisville—L. L. Daugherty, formerly 
secretary of the FIDELITY & COLUMBIA 
TRUST C., has been advanced to vice 
president; J. E. Durham to secretary; Bart 
A. Brown to trust officer; C. A. Gerst and 
Ernest V. Kampfmueller to vice presidents 
and W. A. Northcutt, Jr., from assistant 
trust officer to trust investment officer. 

Leuisvil'e—Ernest Clarke, Jr., of LIB- 
ERTY NATIONAL BANK & TRUST CO., 
has been advanced to vice presidert in the 
trust department; Charles M. Gipperich to 
trust officer. 

LOUISIANA 


Alexandria—Robert H. Bolton of RAP- 
IDES BANK & TRUST CO. promoted to 
vice president from trust officer; O. G. 
Gremillion to trust officer. 


Shreveport—Charles S. Voigt has been 
named acting trust officer of the FIRST 
NATIONAL BANK. 


MARYLAND 


Baltimore—Ernest L. Poyner and John 
C. Schneider have been advanced to trust 
officers of the UNION TRUST CO. 


MASSACHUSETTS 


Boston—In the MERCHANTS NATION- 
AL BANK, Albert H. Waite has been ad- 
vanced to trust officer and Alfred D. Foster 
to assistant trust officer. 

Boston — NATIONAL SHAWMUT 
BANK has announced promotion of Arthur 
B. Tyler to assistant vice president and 
assistant trust officer. 
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Boston—Loren D. Drinkwater of the 
STATE STREET TRUST CO. advanced to 
assistant trust officer. He specializes in 
tax matters. 

Cambridge—Paul G. Laffoley has been 
advanced to trust officer of the CAM- 
BRIDGE TRUST COMPANY. 

Worcester—Nathaniel Wheeler and Wil- 
liam A. Wheeler, former assistant trust 
officers of the WORCESTER COUNTY 
TRUST CO., have entered the armed forces 
and were granted leaves of absence. 


MICHIGAN 


Detroit—The following promotions are 
announced by the NATIONAL BANK OF 
DETROIT: In the trust dept., W. B. Krag, 
Maleolm MeMillan and R. C. Whitsett, Jr., 
assistant trust officers, were given added 
titles of assistant vice presidents, and W. 
H. Gibson, P. E. Hurr, W. G. McClintock 
and J. E. McGowan were named assistant 
trust officers. 

Detroit—In the MANUFACTURERS 
NATIONAL BANK, Henry H. Sanger, 


president for the past five years, and dean 
of Detroit bankers, was elected chairman 
of the board; Charles A. Kanter, senior 
vice president was elected president. 


MINNESOTA 


Duluth—George P. Tweed of the FIRST 
& AMERICAN NATIONAL BANK has 
been elevated to chairman of the board, a 
newly created office. William D. Wyard 
advanced from executive vice president to 
president. 

Duluth — NORTHERN NATIONAL 
BANK has made the following changes: 
L. G. Castle advanced to executive vice 
president; A. B. Miller to vice president 
and trust officer; G. E. Ostrom to vice 
president from manager, investment dept.; 
R. E. Chabot to secretary. 

Minneapolis—Henry T. Rutledge, Harry 
L. Tyson and Paul S. Brorby have been 
appointed assistant trust officers of the 
NORTHWESTERN NATIONAL BANK. 


Minneapolis—FIRST NATIONAL BANK 
announces that Arthur C. Regan, formerly 
assistant secretary has been advanced to 
secretary, succeeding in that capacity Hen- 
ry Bruchholz, who continues as vice presi- 
dent; P. R. Harrison elected real estate 
officer in the Trust Department. 


MISSOURI 


Jefferson City—W. L. Hager of the EX- 
CHANGE NATIONAL BANK has been 
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promoted to executive vice president and 
trust officer. 

Kansas City—At the CITY NATIONAL 
BANK & TRUST CO., H. K. Bradley, as- 
sistant vice president, was named also 
assistant trust officer in place of K. H. 
Armstrong, now Lt. (J.G.) in the U. S. 
Navy. 


NEW JERSEY 


Asbury Park—James Forsyth has been 
advanced to president of the ASBURY 
PARK NATIONAL BANK & TRUST CO., 
succeeding William J. Couse, retired. 


Englewood—Edward S. Rudloff, presi- 
dent of the CITIZENS NATIONAL BANK 
& TRUST COMPANY, was elected also 
trust officer. Frank W. Bogert, assistant 
cashier, was also made assistant trust offi- 
cer. 


Montclair—Directors of the MONT- 
CLAIR TRUST CO. have elected Frederic 
P. Fiske president to succeed Isaac B. 
Grainger who is now vice president of the 
Chemical Bank & Trust Co. Mr. Fiske has 
been with the Montclair Trust since Jan- 
uary, 1934, as senior vice president and a 
director. F. S. Astarita was elected vice 
president. 


Newark — THE FIDELITY UNION 
TRUST COMPANY has announced the 
promotion of Frank F. Lott to trust offi- 
cer; Charles C. Crissey, Jr., and Benjamin 
F. Leonard appointed assistant secretaries- 
treasurers. 


Passaic—C. Walter Rice appointed as- 
sistant trust officer of the PASSAIC NA- 
TIONAL BANK & TRUST CO., to succeed 
Thomas W. Hare, on leave in Naval Re- 
serve. Mr. Rice is president of The Passaic 
City Bar Association. 


Paterson—Dr. Andrew McBride, hitherto 
president of PATERSON SAVINGS IN- 
STITUTION, was elevated to chairman of 
the board and C. K. Fuller, executive vice 
president, named president. 


Plainfield—At the PLAINFIELD TRUST 
COMPANY, Omer T. Houston was ad- 
vanced from trust officer to vice president 
and John V. Trumpore was chosen trust 
officer. 

Salem—Jessie C. Fox, CITY NATIONAL 
BANK & TRUST CO. has been promoted to 
trust officer. 

Trenton—William C. Matlack, Jr., trust 
officer of the TRENTON BANKING CO. 
was elected vice president. 





NEW YORK 


Auburn—Eugene C. Donovan, formerly 
president of the AUBURN TRUST CO. has 
also. been elected chairman; Floyd J. Win- 
ter, formerly assistant trust officer, is now 
secretary. 


Brooklyn — Trustees of BROOKLYN 
TRUST CO. elected E. Vincent Curtayne 
and Earl A. Drew as vice presidents; Rob- 
ert H. Bennett, Everett M. Clark, Francis 
J. Moran and J. Paul Taylor were named 
assistant secretaries. Mr. Curtayne joined 
the bank in 1933 and in March 1936 was 
placed in charge of the newly organized 
certificate trustee dept. Mr. Drew has been 
with the bank 20 years and became comp- 
troller in March, 1941. 


Buffalo—George J. Enser, of business de- 
velopment department of MARINE MID- 
LAND GROUP, has been elected secretary. 


Buffalo—Seymour H. Knox, Jr., vice 


president of the MARINE TRUST CO., 
has been chosen chairman of the board, a 
position vacant since 1934. 


Clifford L. Potter, trust investment of- 
fice, was made assistant vice president; 
Clifford H. Cox,investment trust officer. 


Hudson—Norman P. Bain has been ap- 
pointed trust officer of the FIRST NA- 
TIONAL BANK & TRUST CO. 

Huntington—John F. Wood, former pres- 
ident of the NATIONAL BANK & TRUST 
CO. has been named chairman of the 
board; Edward M. Wicks advanced from 
vice president and trust officer to presi- 
dent and Joseph E. Gallienne made cashier 
and trust officer. 

New York—William H. Deatly, formerly 
vice president, was elected vice president 
and general manager of the TITLE GUAR- 
ANTEE AND TRUST CO. 

New York—THE CHASE NATIONAL 
BANK announce the promotion of Paul C. 
Beardslee and James E. Scully, from asst. 
trust officers to second vice presidents. Al- 
so Clifford I. MacCullough, Henry C. Mer- 
sereau and T. Charles Sullivan, real estate 
officers. 

New York—Walter H. Grief, treasurer, 
and John J. Spillane were appointed vice 
presidents and Robert N. Carson, assistant 
trust officer of the LAWYERS TRUST 
co. 

New York—Hamilton C. Hoyt has been 
appointed assistant trust officer of the 
GUARANTY TRUST CO., and Robert M. 
Taylor, an assistant secretary. 
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New York—CHEMICAL BANK & 
TRUST CO. has appointed Huntington M. 
Turner a vice president. He received his 
early education in France and Switzerland, 
entering the Chemical Bank’s trust dept. 
in 1928 and for the past nine years handling 
mid-western business. Henry C. Ottiwell 
was appointed trust officer and Leonard 
M. Horton, assistant vice president. 


Port Jervis—Merle M. Geddis, formerly 
cashier and trust officer of the NATION- 
AL BANK & TRUST CO., advanced to 
president, succeeding Eugene F. Mapes who 
was named chairman of the board; John 
J. Duley, elevated to cashier and trust of- 
ficer; Darwin Hoffman appointed assistant 
trust officer. 


Rochester—James F. Gleason has been 
elected vice-chairman of the LINCOLN 
ALLIANCE BANK & TRUST CO., a new- 
ly created office. Miss Lucia Deutschbein 
appointed assistant secretary; Warren L. 
Allen, in charge of real estate dept. elected 
assistant vice pvesident. Miss Deutschbein 
is the first woman officer to be elected in 
the bank’s fifty-one year history. 


Rochester—John W. Jardine has_ been 
elevated from executive vice president to 
president of the GENESEE VALLEY 
TRUST CO., succeeding Frank S. Thomas, 
resigned. 


Schenectady—A. L. Reid advanced to 
vice president and trust officer of the MO- 
HAWK NATIONAL BANK. 


Watertown—Robert F. Carpenter  pro- 
moted to vice president and trust officer of 
the JEFFERSON COUNTY NATIONAL 
BANK. 

Yonkers—W. Chantler Arbuckle elected 
vice president of the CENTRAL NATION- 
AL BANK. Mr. Arbuckle, a director, is a 
member of the law firm of Scrugham & 
Arbuckle. 


NORTH CAROLINA 


Charlotte—R. R. Clontz elected assistant 
cashier and assistant trust officer of the 
COMMERCIAL NATIONAL BANK. 


Charlotte—Word H. Wood, organizer of 
the AMERICAN TRUST CO. 41 years ago 
and formerly president, has been made 
chairman of the board, a newly created 
office. Torrence E. Hemby, formerly exe- 
cutive vice president, was made president. 
and manager of the insurance dept. AMER- 
ICAN TRUST CO. is the largest bank in 
any city in the country with a population 
of less than 110,000. 
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Wilson—S. S. Lawrence has been elected 
vice president and comptroller of the 
BRANCH BANKING & TRUST CO.; E. 
B. Crow, Jr., trust officer and cashier at 
the Fayetteville branch; J. B. King to as- 
sistant cashier and associated trust officer 
at the same branch. 

Winston-Salem—Sam T. Thorne, Jr., 
former trust examiner for the State of 
North Carolina Banking Dept., and more 
recently connected with the Trust Dept. of 
WACHOVIA BANK & TRUST CO., has 
been commissioned a Lieutenant (j.g.) in 
the Supply Division of the U.S.N.R. 


OHIO 


Canton—W. D. Hunter, trust officer of 
HARTER BANK & TRUST CO., has been 
advanced to vice president and trust offi- 
cer. 


Cleveland—H. A. Minnich, assistant trust 
officer of CENTRAL NATIONAL BANK, 
elected assistant vice president and W. C. 
Way, trust officer. 


Cleveland—C. A. Morgan, former trust 
officer, has been appointed assistant vice 
president in the estates division of NA- 
TIONAL CITY BANK and J. H. Storrie, 
formerly counsel of the trust dept., ap- 
pointed assistant vice president in the 
corporate division, A. C. Coney, vice presi- 
dent in charge of the investment dept., re- 
signed to become vice president of the Union 
Trust Company of Pittsburgh. 


Cleveland—Henry Pirtle has been ad- 
vanced from trust officer to vice president 
in charge of corporate trust dept. of 
CLEVELAND TRUST CO. H. E. White to 
trust officer of the same dept.; Herbert J. 
Lambacher and Alan I. Hahn, both of the 
estates dept., to assistant trust officers. 
Mr. Pirtle has been with the bank’s cor- 
porate dept. since 1919. He is a member 
of the American and Ohio State bar asso- 
ciations and a councilman in Cleveland 
Heights. He edited certain editions of the 
“Kentucky Statutes” and was associate edi- 
tor of some editions of the “General Code 
of Ohio.” He is also editor of a Kentucky 
legal practice book, “Pleading, Practice and 
Forms,” and other law books. He was an 
Army Captain in World War I. 

Dayton—L. E. Marcum has been chosen 
trust officer of the THIRD NATIONAL 
BANK & TRUST CO., succeeding Reno 
P. Ransom. Mr. Marcum had been trust 
officer of the bank previously but left it 
to become associate trust officer of the 
American Trust Co. at Charlotte, N. C. 
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Middletown—J. A. Aull elected to chair- 
man of the board of FIRST-AMERICAN 
BANK & TRUST CO. Calvin Verity suc- 
ceeds him as president. 


Youngstown—A. T. Dalrymple advanced 
to assistant trust officer from manager of 
the real estate department of the CITY 
TRUST & SAVINGS BANK. 


PENNSYLVANIA 


Erie—John C. Caughey advanced to as- 
sistant trust officer of the SECURITY- 
PEOPLES TRUST CO. 


Erie—E. C. Filer elevated to chairman 
of MARINE NATIONAL BANK, L. L. 
Salsbury, vice president becoming presi- 
dent; Hugh S. Darsie, trust officer, eected 
vice president. 


Jenkintown—Samuel H. High, formerly 
chairman of the board and trust officer of 
JENKINTOWN BANK & TRUST CO. has 
been elected president, succeeding Lewis R. 
Dutton. . 

Lancaster—Penrose H. Ruhl, executive 
vice president and secretary of FULTON 
NATIONAL BANK, has been elected presi- 
dent. 


Philadelphia—William Lange, trust offi- 
cer also appointed assistant cashier of the 
FIRST NATIONAL BANK. 


Philadelphia—E. L. Cross of the PENN- 
SYLVANIA CO. promoted to trust officer; 
Wm. M. Bradford to assistant vice presi- 
dent; Rogert L. Hubbert, Albert J. Drued- 
ing and Robert McInnes to assistant trust 
officers; A. Caldwell Van Roden to assistant 
secretary; George W. Hemphill, Evan Ran- 
dolph, Jr., and Gordon M. Lindblom to as- 
sistant trust investment officers. 


Philadelphia—Fred G. Muhl advanced to 
vice president and trust officer of the SE- 
CURITY BANK & TRUST CO. 


Pittsburgh—Robert Womsley, trust offi- 
cer, advanced to executive trust officer of 
PEOPLES-PITTSBURGH TRUST CO. 
Elmer A. Doege named trust officer. 


Sharon—R. H. Starr advanced to execu- 
tive vice president and trust officer of the 
FIRST NATIONAL BANK; M. Estell 
Mehler appointed assistant trust officer. 


RHODE ISLAND 


Providence—Walter T. Shoesmith and 
Frederick B. Mumford promoted to as- 
sistant trust officers of the INDUSTRIAL 
TRUST CO. 
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Providence—Thomas L. Pierce elevated 
from president to chairman of PROVI- 
DENCE NATIONAL BANK; Rupert C. 
Thompson, Jr., elected president. 


TENNESSEE 


Chattanooga—C. H. Jerden has been ad- 
vanced to vice president and trust officer 
of the HAMILTON NATIONAL BANK. 


Memphis—Norfleet Turner, formerly exe- 
cutive vice president of the FIRST NA- 
TIONAL BANK, has been elected presi- 
dent, succeeding Samuel E. Ragland who 
has been elevated to chairman of the board. 
Mr. Turner has served the bank in official 
capacity almost 14 years. Mr. Ragland has 
been president for 29 years and during his 
presidency resources of the bank have 
grown from less than $10,000,000 to more 
than $117,000,000. Troy Beatty, Jr., vice 
president and trust officer, was elected a 
director. 


Nashville—A. W. Willey, L. G. Sadler 
and R. T. Turner, in charge of the business 
development, have been promoted to vice 
presidents of the AMERICAN NATIONAL 
BANK. 


TEXAS 


El Paso—W. S. Warnock, assistant trust 
officer, promoted to vice president of EL 
PASO NATIONAL BANK, Gustav 
Bianche, Jr., formerly president of Bergen 
County (N. J.) Corporate Fiduciaries and 
assistant trust officer of the Hackensack 
(N. J.) Trust Co., elected to assistant trust 
officer. 


Houston—J. W. Thigpen promoted from 
auditor in trust dept. to assistant trust 
officer of SECOND NATIONAL BANK. 

Houston—J. C. Faris elected trust officer 
of the SAN JACINTO NATIONAL BANK, 
succeeding Leslie Coleman, resigned; E. M. 
Faubion named assistant trust officer and 
assistant cashier. 

San Antonio—Beverly Rust has been 
named assistant trust officer of the FROST 
NATIONAL BANK. 

Waco—Phil E. Teeling elected vice presi- 
dent, trust officer and director of CITI- 
ZENS NATIONAL BANK. He had been 
with the legal department of the National 
Gypsum Co. 


UTAH 


Salt Lake City—Reed E. Holt promoted 
to vice president and trust officer of the 
WALKER BANK & TRUST CO. C. M. 
Mortensen named assistant trust officer. 


TRUSTS and ESTATES—February 1943 


VERMONT 
Montpelier—Thomas H. Cave, recently 
retired as treasurer of the State of Ver- 
mont, and heretofore vice president of 
CAPITAL SAVINGS BANK & TRUST 
CO., has also been elected trust officer. 


VIRGINIA 


Danville—James Bustard, vice president 
and trust officer, named president of FIRST 
NATIONAL BANK, succeeding B. V. 
Booth who becomes chairman. 

Staunton—Wayt B. Timberlake advanced 
from cashier to president of AUGUSTA 
NATIONAL BANK; Fred S. Baylor, trust 
officer, elected cashier. 


WEST VIRGINIA 


Charleston—George Ward advanced from 
trust officer to vice president and trust 
officer of CHARLESTON NATIONAL 
BANK. 


WASHINGTON 

Seattle—P. A. Strack elevated from exe- 
cutive vice president of PEOPLES NA- 
TIONAL BANK to president, succeeding 
Albert Brygger who continues as director. 
Mr. Strack joined the Peoples National in 
1930 as assistant vice president. 

Spokane—A. W. Witherspoon, chairman 
of the board, elected president of OLD NA- 
TIONAL BANK, succeeding N. A. Telyea, 
deceased. 


TRUST INSTITUTION BRIEFS 


Hope, Ark.—Trust powers have been 
granted to the CITIZENS NATIONAL 
BANK by the Federal Reserve Board. 

Birmingham, Ala.—A. Key Foster, vice 
president of the BIRMINGHAM TRUST & 
SAVINGS CO., has been elected president 
of the Jefferson Tuberculosis Sanitarium, a 
Community Chest agency. 

Los Angeles, Cal—UNION BANK & 
TRUST CO. has issued a pamphlet entitled 
“Message to employees and their families” 
which aims to keep the accomplishments 
of the bank and economic trends before its 
employees and families and also to further 
friendly relations among the employees. 
This will be an annual report. 

Los Angeles, Cal.—Robert H. Bolman, 
assistant vice president of UNION BANK 
& TRUST CO. has been elected president 
of the Independent Bankers Association of 
Southern California. 
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Los Angeles, Cal—TITLE GUARAN- 
TEE AND TRUST CO. was _ recently 
merged into the TITLE INSURANCE 
AND TRUST CO. It is felt that person- 
nel problems will largely be solved and 
many economies effected as a result of this 
move. 


New London, Conn. — NATIONAL 
WHALING BANK, one of Connecticut’s 
oldest banks, organized 110 years ago by 
a vote of stockholders will be liquidated. 
The action came as a surprise to the offi- 
cers of the bank. 


Wilmington, Del.—Union National Bank 
has sold all its assets at an agreed valua- 
tion to the WILMINGTON TRUST COM- 
PANY, which will assume all Union Na- 
tional’s deposit liabilities. Under the plan 
Wilmington Trust proposes to take over and 
add to its staff all officers and employees 
of Union National. 


Chicago, Ill—THE AMERICAN NA- 
TIONAL BANK entered the $100,000,000 
class in 1942, both in total deposits and re- 
sources. Deposits totaled $108,529,532 on 
December 31, compared with $91,383,558 at 
the end of 1941. Total resources gained 
from $84,433,857 to $114,650,366. 


Baton Rouge, La.—W. T. Palfrey, cashier 
and trust officer of CITY NATIONAL 
BANK, has been appointed state vice pres- 
ident of the ABA Trust Division. 


Detroit, Mich.—Assets of the NATION- 
AL BANK OF DETROIT have passed the 
billion mark for the first time, the total 
as of last December—$1,036,000,000, an in- 
crease of $360,000,000. 


Detroit, Mich—The NATIONAL BANK 
OF DETROIT has inaugurated a publica- 
tion called “The N.B.D. Service Star” for 
its employees in the armed services. It 
consists primarily of letters received from 
these men, with other items of interest. 
One of the latter taken from the first issue 
reports the Bank was the largest issuer 
of savings bonds in the country. 


Newark, N. J.—William E. Hocker, vice 
president and trust officer of the NATION- 
AL NEWARK & ESSEX BANKING COM- 
PANY, was elected a Director of the bank 
at the annual meeting last month. Mr. 
Hocker has been connected with the Trust 
Department since 1919. For the past four- 
teen years Mr. Hocker has been active on 
the Committee on Trust Subjects of the 
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New Jersey Bankers Association, and is at 
present Chairman of this committee. 


Plainfield, N. J—H. Douglas Davis, vice 
president, trust officer and director of the 
PLAINFIELD TRUST CO., and former 
president of New Jersey Bankers Associa- 
tion, was elected a member of the board of 
directors of George La Monte & Son, man- 
ufacturers of La Monte Safety Paper. Mr. 
Davis has been with the bank since 1909 
and in charge of the Trust Dept. since 
1936. 


Canton, Ohio—THE GEORGE D. HAR- 
TER BANK announces the change of its 
corporate name to THE HARTER BANK 
& TRUST COMPANY, in recognition of the 
increased importance of its Trust Depart- 
ment. 


Cincinnati—E. W. Edwards, chairman of 
the board of the FIFTH THIRD UNION 
TRUST CO., has retired because of war 
industry demands upon him in his many 
corporate connections. 
director of the bank. 


Portland, Ore—UNITED STATES NA- 
TIONAL BANK reports as of December 
31, 1942, an all time high in deposits of 
$294,702,266.64, a gain of $98,519,631.35 
since its statement for 1941. Resources 
are listed as $307,742,190.52, a gain of 
$99,190,178.14. 


Pittsburgh, Pa.—Negotiations are under 
way by the PEOPLES-PITTSBURGH 
TRUST COMPANY for the establishment 
of branches in Etna and Dormont by taking 
over the First National Bank of Etna and 
the Dormont Savings & Trust Co. 


Oe  ) 


New Banking Commissioners 


A. W. Locke, president of the PLEAS- 
ANTS COUNTY BANK, has been appoint- 
ed State Banking Commissioner of West 
Virginia for the term expiring March 31, 
1943. 


Governor Henry F. Schricker of Indiana 
announces the appointment of A. J. Steven- 
son, former judge of the Indiana Appellate 
Court, as director of the Department of 
Financial Institutions, succeeding Ross H. 
Wallace, resigned because of illness. 


W. A. Lyon, of the financial news desk 
of the “New York Herald-Tribune” since 
1928 has been appointed assistant to Elliot 
V. Bell, New York Supt. of Banks. 





He will continue as * 
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Where There’s A Will... 


BEQUEST of more than $20,000,- 

000 to Northwestern University is 
provided in the will of the late Walter 
Patton Murphy, railway equipment 
manufacturer. This is reputed to be the 
largest educational bequest ever left by 
a Chicagoan, and raises Northwestern to 
fifth place among the endowed schools of 
the country. The fund will be used for 
the expansion of the Northwestern Tech- 
nological Institute, founded in 1939 by a 
grant from Mr. Murphy of almost seven 
million dollars. The Institute is designed 
to foster cooperative relationships be- 
tween it and various industries of the 
nation. The Continental Illinois National 
Bank and Trust Company is named exe- 
cutor in the will... 

David C. Johnson, president of the 
New York Steam Corporation and vice 
president of the Consolidated Edison Co., 
left a will on his recent death which re- 
flects the investment practice of another 
era. Executed in 1922, the will empow- 


ered the trustees—National City Bank 


of New York and Mrs. Johnson, who were 
also named executors—to purchase from 
or sell investments to the Bank or any 
organization affiliated with it. Mr. John- 
son left his estate in trust to pay the in- 
come, and so much of principal as the 
trustees deemed necessary in their abso- 
lute discretion, for the proper mainte- 
nance of his wife and son. On Mrs. John- 
son’s death, the remaining principal is to 
go to the son... 
* * * 


MOST unusual trust provision is 

found in the will of Omer N. Cus- 
ter, former Illinois State Treasurer, late- 
ly publisher of the Galesburg (Ill.) Reg- 
ister-Mail, and president of the First 
Galesburg National Bank and Trust Com- 
pany. Mr. Custer created a trust of his 
stock interests in the bank, the publish- 
ing company and four other enterprises 
in which he was interested, the income 
from which is to be paid to a trust es- 
tablished under a subsequent provision 
in the will. The trustees of the first trust 
—Mrs. Custer, a son-in-law, and Sidney 
Nirdlinger, who succeeded Mr. Custer as 


the bank’s president—are empowered to 
sell or exchange the original investments 
of the fund but on so doing they must 
transfer the cash or exchanged property 
to the second trust, of which the bank is 
trustee. The combined income from the 
two trusts is distributable to his widow, 
a daughter and two grandchildren, with 
gifts over of principal to named charities. 
The testator declared it as his intention 
that, with the exception of his wife, his 
son-in-law and the charities, only “direct 
lineal blood descendants shall share 
either in the income or... principal.” 
The trustees’ investment powers under 
the second trust are carefully delineated, 
specific tests for qualification being set 
up. The First Galesburg National was 
also nominated as executor of the will... 


Willard A. Mitchell, general counsel 
for the late Charles M. Schwab and his 
steel and other interests, appointed the 
Guaranty Trust Company of New York 
and an associate as executors and the 
bank as trustee under his will which dis- 
posed of a substantial estate. Mr. Mitch- 
ell provided that the cash bequests set 
aside for his sister, brother, associate and 
three women employees were to be in- 
creased by $10,000 if his wife pre- 
deceased him. However, she survives 
him, and a trust is established to pay 
her sister-in-law $50 per month and the 
balance to Mrs. Mitchell, who has the 
right to request $10,000 a year from 
principal. On her death, the beneficia- 
ries referred to above are to receive the 
additional sums which they would have 
been given if she had not survived. 
Cash gifts ranging up to $50,000 are then 
to be paid to other named persons, and 
if any fund remains, one-half thereof is 
to go to a niece, her children and Mr. 
Mitchell’s sister, the other half to his 
brother... 

* * * 
USSELL LAW, chairman of the 
executive committee of Albert 
Frank-Guenther Law, Inc., one of the 
country’s largest agencies specializing 
in financial advertising, created a trust 
in his will which will never take effect. 
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Mr. Law left his entire estate to his wife, 
providing that if she predeceased him a 
trust for the benefit of others should be 
established. Mrs. Law survives. The 
Central Hanover Bank and Trust Com- 
pany of New York was named executor 
of the will as well as co-trustee... 
Gloria Morgan Vanderbilt De Cicco 
and two other Vanderbilts must pay 
$800,000 in estate taxes levied against a 
$6,000,000 trust fund which Alice G. 
Vanderbilt. bequeathed to them under a 
power of appointment given to her by 
her husband. The three heirs had sought 
to have the taxes assessed against Mrs. 
Vanderbilt’s residuary estate of $1,800,- 
000 but New York Surrogate Foley ruled 
against them... There are no less than 
49 beneficiaries under the will of Albert 
Kahn, world-famous architect who de- 
signed the Willow Run bomber plant and 
industrial factories in Russia, among 
edifices in about 1,000 cities ... Princess 
Margaret Rose of England has inherited 
£20,000 under the will of Dame Margaret 
Greville ... Mrs. Marcus Daly, widow 


of the Montana copper mine operator, 
left an estate of more than $14,000,000, 


according to an estate tax appraisal re- 
cently filed. Litigation last year resulted 
in a determination that Mrs. Daly died a 
resident of Montana rather than New 
York; hence the latter state will receive 
less than $10,000 in taxes on the estate. 


Some few years ago Mr. S. and his four 
daughters were ushered into the sub-man- 
agerial office at N Mrs. S. had re- 
cently died and they wished to know the 
contents of her will. The daughters were 
in the 60s, the father, 96 years. It appeared 
that had the deceased woman lived another 
three weeks, then Mr. S. would have enjoyed 
75 years of married life, the wholé of which, 
he told me, was marked by a complete ab- 
sence of any discord. It was at this stage 
that he broke down completely; tears 
coursed down his cheeks, he seemed com- 
pletely broken, and I was very relieved in- 
deed when the will came forward. I opened 
it hurriedly, and slowly read the contents. 
It was short and simple in form and in effect 
left everything to a nephew. “Repeat that,” 
said the old man, jumping up energetically 
without his crutches. I did so. “Well, I’ll 
he damned!” he said; “the old ————!” — 
“Dark Horse” of Lloyd’s Bank. 


Tax Sources Drying Up 


What has happened to the estates of New 
York residents is cogently revealed in an 
appendix to Gov. Dewey’s 1943 budget. A 
table shows the yield from death taxes in 
recent years as follows: 

$33,007,000 

29,668,000 

26,420,000 

33,580,000 

33,972,000 

a Fe 

_......-..--- 27,955,000 — 

27,667,000 

21,027,000 

1943 (9 months) (estimate) 7,500,000 
1944 (estimate) —._____.._. 10,000,000 


Could it be that the heavy increases in 
Federal and State taxes have resulted in an 
approach to the “point of diminishing re- 
turns”? It would seem they have played 
a major part in reducing tax yields from 
this source. This might well be made the 
subject of a post-war study to determine 
the effects of present tax policy on future 
tax sources. 
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NEW BOOKS 


Federal Taxes on Estates, Trusts and 
Gifts, 1942-43 


ROBERT H. MONTGOMERY. The Ronald Press 
Co., New York. 769 pp. $7.50. 


Like sunshine following the rain, Col. 
Montgomery’s new edition (the 21st) has 
made its inevitable appearance. As usual, 
it throws much light upon another Revenue 
Act. The 1942 law made relatively few 
changes in the provisions respecting es- 
tates, gifts and trusts but those few were 
practically all of major significance. This 
edition reflects these amendments, as well 
as the court decisions during the past year. 

Particular attention is given to the defi- 
nition of powers of appointment. Other 
new sections, like those on annuity trust 
payments, accrued income on death, and 
alimony payments—which the author feels 
are somewhat obscure—are dealt with at 
length. As we have said before in these 
columns, “if there is one book that these 
days is virtually indispensable to the trust 
officer, estate attorney, tax accountant and 
others concerned in estate planning and ad- 
ministration, it is this one.” 


ee 


Capitalism, Socialism and Democracy 


JOSEPH A. SCHUMPETER. Harper & Brothers. 
381 pp. $3.50. 


Mr. Schumpeter has written an interest- 
ing book, but, like its title, it embraces too 
much. The title suggests that Democracy 
is something different from Capitalism, and 
the text carries on the presumption. In his 
preface the author admits that the book is 
“an effort to weld into readable form the 
bulk of almost forty years’ thought, obser- 
vation and research on the subject of social- 
ism.” That is a larger order, even for 
so able a man as Mr. Schumpeter. 

The book is divided into five major parts: 
The Marxian Doctrine, Can Capitalism Sur- 
vive?, Can Socialism Work?, Socialism and 
Democracy, and a summation of the au- 
thor’s views. Readers “who are not inter- 
ested in Marxism may start with Part II,” 
and this reviewer took this advice. 

In Part II the author takes the flat posi- 
tion that “a socialist form of society will 
inevitably emerge from an equally inevit- 
able decomposition of capitalist society?” 
Why? “Because capitalism is being killed 


by its achievements.” One of those achieve- 
ments is the creation of the middle class. 
“he bourgeois family has not yet died; in 
fact, it clings to life so tenaciously that 
no responsible politician has as yet dared to 
touch it by any method other than taxa- 
tion.” 


1943 Federal Tax Course 


Commerce Clearing House, Inc. Chicago. $10. 


The CCH Course is designed to turn up 
the answers to every day tax questions. It 
is based on the 1942 Revenue Act. 

The background of the federal revenue 
system is described. In seven divisions is 
the income tax discussion, illustrated. The 
other federal taxes—capital stock, excess 
profits, excise, gift and estate—are similar- 
ly analyzed. The Explanatory Text is the 
heart of the Course. To show the rules in 
action, there are many problems and solu- 
tions. Practical situations are stated and 
the answers indicated. The Course also in- 
cludes the Income and Excess Profits Tax 
Regulations. The amendments to the Reg- 
ulations to bring them in line with the 1942 
Revenue Act, are to be furnished when re- 
leased. Supplementing the Course is a sep- 
arate book reproducing the Internal Revenue 
Code sections. 


0. 


War Time Rationing and Consumption 


League of Nations. 92 pp. $1.00. 


The Economic Intelligence Service of the 
League of Nations presents in this small 
volume a very comprehensive picture of 
rationing experience throughout the world. 
Although the main emphasis is upon food 
rations, the experience with clothing, house- 
hold products (eg. coal, gas, electricity, 
soap, etc.), tobacco, etc. is also presented. 
Comparisons are made between the rations 
in different countries for all major food pro- 
ducts and charts are included showing the 
changes in rations and comparisons with 
peace time consumption. An introductory 
chapter dealing with war time consumption 
control and a concluding chapter giving ap- 
proximate estimates of consumers’ expen- 
ditures, round out this very useful and time- 
ly volume. 








PLANNING YOUR ESTATE 


Some Tax-Saving Mechanisms Still Available 


RENE A. WORMSER 


Member of the New York Bar; 
Author of “Personal Estate Planning in a Changing World” 


This is the concluding instalment of Mr. Wormser’s article, begun in 


the January issue. 


As pointed out then, this combination should make 
excellent direct-mail material for trust departments. 


Reprint prices will 


be furnished on request.—Editor’s Note. 


ESPITE inroads made by recent 
Revenue Acts, certain tax-saving 
mechanisms are still available. Some or 
all of the following may be open to you. 
Gifts during life form an important 
part of estate planning. They escape the 
estate taxes, unless, of course, the gift is 
in contemplation of death or to take ef- 
fect or enjoyment at or after death. They 
also have the additional purpose, in some 
cases, of splitting the income. 

Gifts made within the $30,000 gross 
exemption and the annual $3,000 exclu- 
sion for each beneficiary escape gift tax 
as well as estate tax. Even if they ex- 
ceed these amounts and are thus subject 
to gift tax, the rates are lower than the 
estate tax rates. Furthermore, in com- 
paring the cost of transfers by gift and 
by will, you must, for estate tax compu- 
tation, add the property to the rest of 
your assets, so that it will be taxed at 
the highest rates applicable. On the 
other hand, if the transfer is by gift, you 
enter those gift tax brackets only which 


apply to the amount of the gift.* The 
saving of gift tax over estate tax is, 
therefore, very considerable in most 
cases. 

I have already discussed gifts to char- 
ity (including those for purposes of re- 
taining control of a business) and gifts 
of “frigid” property in connection with 
the liquidation of estates. 


Other Purposes of Gifts 


F you face the obligation, or the vol- 

untary necessity, of supporting some- 
one else, you might consider making a 
gift of principal to that person, from 
which all or part of the support income 
may derive. You thus reduce the tax 
burden on your estate. Clearly enough, 
this mechanism does not apply to every 


*If you have made taxable gifts in previous 
years, their value must be added to the amount 
of the current transfer for the purpose of deter- 
mining the applicable tax bracket. A credit for 
taxes already paid is allowed against the new tax 
thus computed. 
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situation, and there is always the danger 
of freezing too large a part of your own 
capital and thus damaging your own 
capacity to work and earn. But progres- 
sive gifts to spouse and children and to 
others are often indicated as an intelli- 
gent feature of an estate plan, for the 
very purpose of reducing the estate, and 
at the same time reducing the income 
tax burden by splitting the income. 

Such gifts can be made in trust, but in 
‘such event do not always save income 
tax, for trusts created for the benefit of 
persons to whom you owe the duty of 
support are generally taxed to the donor. 
But the donee of the property may create 
such a trust, in furtherance of some plan 
which you may have suggested. 

It seems still possible to make a gift of 
real estate outside of the United States 
free of gift tax, thus reducing the tax 
burden to the estate without cost. It is 
not too easy a method for normal use, but 
it may have possibilities in special cir- 
cumstances. 


The Irrevocable Trust 


NLESS it comes within the class of 

trust for support of those to whom 
you owe a duty of support, property 
transferred through a completely irrevoc- 
able trust (in which all interest is sur- 
rendered) is not taxed with estate tax, 
unless, of course, it is held to be in con- 
templation of death. But I enjoin you 
to do a good bit of mental walking up 
and down before making any irrevocable 
transfer. Let me give you a horrible 
example. 

Mr. Smith created an irrevocable trust 
for his wife, using a substantial part of 
his wealth. Not long after came trouble 
and divorce. Mr. Smith married again. 
Then came the depression. His personal 
fortune went up in smoke. His first 
wife’s trust remained intact. Wife num- 
ber one is now living in luxury, and wife 
number two in straitened circumstances. 
You may have your own ideas as to di- 
vorce and may feel that it served Mr. 
Smith right. But it’s rather hard on 
Mrs. Smith number two and her children. 


This is a good point to repeat that 
flexibility and liquidity are far more im- 
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portant than any tax saving, and that 
preserving one’s own working capacity is 
vital. 


Saving “The Second Tax” 
Through a Trust 


HEN you leave your estate to your 

wife at your death it is taxed with 
death taxes at your death. Then, if she, 
in turn, leaves it to your son, what is left 
of it is taxed again in her estate.* But 
if you create a trust for your wife 
(either a living trust or one under a 
will), there is no second tax on your 
wife’s death. 

The saving is, obviously, very consid- 
erable. At present rates of death taxes, 
and making allowances for administra- 
tion expense, etc., the saving to the son 
on the trust transfer of an original net 
estate of $250,000 would be almost $36,- 
000. 

There is a slight advantage in this re- 
gard in the living trust over the testa- 
mentary trust, because of the smaller 
auxiliary expense of transfer—that is, in 
attorney’s fees, fiduciary expense, etc. 

The outright—two wills—method of 
passing property, let us say from dece- 
dent to wife, to son, costs two sets of 
fiduciaries’ fees (executor’s commissions 
on two successive estates), two full sets 
of attorneys’ fees (one in each estate) 
and two full sets of death taxes (one in 
each estate). 

The testamentary trust method saves 
the second set of attorneys’ fees (for the 
property is not included in the wife’s es- 
tate) except as accountings in the testa- 
mentary trust may be needed, and saves 
the full second set of taxes. 

In addition to avoiding the second tax 
the living trust method saves the full 
second set of fiduciaries’ fees (for, in the 
testamentary trust method, the trustee 
as well as the executor must be paid, 
whereas in the living trust method only 
one trustee, and no executor, is paid) and 
it saves all attorney’s fees except for the 
small initial cost of setting up the trust, 
which is not much more than the cost of 


*The second Federal tax, however, does not fall 
if the second death takes place within five years 
after the first. 
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a will, and except for fees on accounting 
proceedings. 

By extending the trust for another life 
—for example, by continuing it during 
the life of your son and passing the re- 
mainder to your grandson—you can save 
a “third tax.” But I have a horror of 
continuing trusts tco long. It is often 
bad for the beneficiaries and it takes the 
terrific risk of inflexibility. In any event, 
I earnestly recommend that some me- 
chanism be set up in almost every trust 
for payments out of principal. Such pay- 
ments should be permitted for various 
reasons of necessity or convenience and 
also for reasons of economic or social ad- 
visability. 


Saving Second Tax By Power 
of Appointment 


rm HE recent changes in the taxation of 

powers of appointment may discour- 
age lawyers in the use of this formerly 
convenient mechanism. But it should not 
be discouraged; it is still useful and 
valuable. If the power is limited as the 


1942 Revenue Act prescribes, the trans- 
fer by the power is still untaxed. You 


can thus provide in a will or trust that 
your wife gets the income and that she 
may distribute the principal by her own 
will among your and her descendants and 
their spouses. That fits many cases in 
which the testator or grantor himself 
does not wish to make the distribution 
in advance. I know of one instance in 
which a feeble-minded descendant will 
get a $750,000 remainder because of an 
arbitrary division made by his grand- 
father which his grandmother or his 
mother would never have made if they 
had been given powers. 

Let me say that the general power of 
appointment (which is taxable) should 
not be discarded. The tax saved by re- 
stricting the power may often defeat a 
basic purpose or some special end. It is 
often best not to impose your own re- 
strictive ideas on your successors. 


Life Insurance 


IFE insurance taken out on your life 
by others is not taxed to your estate 
if not payable to it. However, it is tax- 
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able to your estate to the extent to which 
you pay the premiums directly or in- 
directly. The full extent or import of 
that word “indirectly” is not yet known, 
but it offers many dangers. This me- 
chanism of having the beneficiary take 
out the insurance on your life is extreme- 
ly desirable, but you must make certain 
that the premium payments cannot be 
traced to you even by indirection. 


Substantial estate tax savings may 
still be effected by assigning policies 
which you have taken out on your own 
life. The saving is only to the extent 
that you have not paid the premiums 
directly or indirectly, and you must sur- 
render all the incidents of ownership. 


Many special insurance schemes are 
devised from time to time to effect death 
tax savings or economies. Some of these 
have been blasted by the 1942 amend- 
ments. I am a bit uneasy when such 
plans are sold too intensively, because 
they often involve some irreparable step 
and sometimes violate the principles of 
flexibility and liquidity. But life insur- 
ance may, in the future, be the most vital 
part of an estate plan, and its proper 
treatment is very important. Welcome 
the suggestions of an insurance expert, 
therefore, but check any proposal with 
attorney, trust officer, accountant and 
whomsoever you can turn to for sound 
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criticism, and be certain that you do not 
take any step which violates the “WHY” 
factor. 


Incidental Income Tax Savings 


OME methods of saving estate taxes 

may also be used for incidental in- 
come tax savings. The obvious example 
is a gift which divides the income. In 
creating an estate plan, you might keep 
in mind that you can plan incidental in- 
come tax savings for your heirs. Divi- 
sion of income is a principle which can 
be used in an estate as well as in life. 


* * * 


Many of the mechanisms discussed, 
whether for solving the liquidity prob- 
lem or for reducing the tax burden, may 
conflict with the basic objectives of flex- 
ibility, liquidity and preserving or grant- 
ing working capacity. Or they may con- 
flict with some important, particular ob- 
jective for a selected beneficiary. If they 
do, throw them out. The anxiety to save 
taxes may be a fearful thing. The vista 
through the forest may be lost through 
standing too close to one tree. 

Alertness to change is essential to es- 
tate planning. Planning itself should be 
a fluid process. It is not ended with the 
execution of a will or the purchase of an 
insurance policy. It should remain in the 
conscious foreground of all life planning. 


Income from Foreign Trust 
Taxable 


A recently published opinion of Harry 
Phillips, Field Attorney of the State of 
Tennessee, holds that: “All income received 
by a resident beneficiary from taxable se- 
curities of a foreign trust is taxable. The 
foregoing section (Code Sec. 1123.29) makes 
no distinction between trusts providing for 
payment of a fixed sum, including corpus 
if necessary, and trusts providing merely for 
the payment of income. In the latter case, 
all income from taxable securities is sub- 
ject to the tax. In the former case, that 
portion of the annuity representing income 
from taxable securities is taxable.” 
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THE REVOCABLE TRUST 


Its Virtues in War and Peace 


MAYO A. SHATTUCK 


Haussermann, Davison & Shattuck, Boston: President, Massachusetts Bar Assn. 


OME of the following virtues of the 
revocable trust may be novel to you. 
First: Its virtue as a substitute for an 
agency or power of attorney. Because of 
the war, there are going to be many in- 
stances of prolonged disappearance or, at 
least, lapse of time before relatives know 
whether a man in the service is dead or 
alive. It would be a reckless agent or 
attorney who would purchase or sell se- 
curities for an agency or attorney ac- 
count when the principal was last heard 
from on the occasion of the fall of Man- 
ila or on the day of surrender at Bataan. 
We all are aware that a power of attor- 
ney is revoked by death and that acts 
subsequently performed under the power 
are utterly void. A covenant of indem- 
nity or other special arrangement with 
members of the family of the person in- 
volved is not a satisfactory answer, par- 
ticularly for a corporate fiduciary, and 
falls far short of the evidences of title 
which are needed for transfer agents and 
third persons, who, having knowledge or 
suspicion of the disappearance, would 
hesitate to deal with the agent or attor- 
ney. 


The situation can be somewhat alle- 
viated by a statutory or presumptive 
rule that death has intervened, with sub- 
sequent procurement of administration 
on the estate of the supposed deceased. 
But there are disturbing cases in this 
field. In Jachumsen v. Suffolk Savings 
Bank, administration was granted under 
the 7-year presumption of death and the 
Bank made payment to the administrator. 
The supposed decedent later turned up 
and was permitted to recover from the 
Savings Bank. Guy Newhall states that 


From address before A. B. A. Wartime Trust 
Conference, Feb. 11, 1943. 


1. 3 Allen 87 (Mass. 1861). 


such proceedings are entirely void, death 
being a prerequisite to the validity of 
such proceedings. It would follow that 
all acts performed in connection with 
such proceedings are without the pro- 
tection accorded to valid court decrees. 
Even assuming that Mr. Newhall is too 
pessimistic, it is obvious that the situa- 
tion is dangerous. 


In some states there is special statu- 
tory provision for administration of the 
estate of the absentee. More often than 
not, however, these statutes are hedged 
with many technical formalities. For 
example, surety bonds must be provided 
and court orders obtained before the re- 
ceiver of the absentee’s property can take 
any steps of real importance. 


The obvious and easy solution is the 
simple revocable trust. Wherever the 
amount of property involved is sufficient 
to justify the trust technique, it seems 
sensible for a person who is about to de- 
part for the wars, or is bound upon a 
peaceful mission to the far corners of the 
earth, to create a full legal title, good 
against the world, in a trustee. The re- 
vocable trust involves no dangerous sur- 
render of property rights. It is nothing 
more than a mechanism which continues 
to operate effectively during a time of 
need, and which will take care of the 
grantor’s dependents without any awk- 
ward delays as a result of uncertainties 
as to his death or whereabouts. I feel 
moderately certain that there is no com- 
parable alternative technique, and corpo- 
rate fiduciaries should make it a point 
of their advertising that this extraor- 
dinarily usable device is available. 


As Substitute for Will 


Second: The next virtue of the revoc- 
able trust is its use as a substitute for a 
will—a device designed to help “keep the 





190 


peace.” Consider a situation in which the 
owner of shares in a private enterprise 
is suddenly taken by death. He has de- 
layed making a final arrangement with 
regard to the succession of power in his 
business. He may or may not have made 
a will which endows his executor with 
power sufficient to run the business or to 
represent his interest through the period 
of estate administration. However cir- 
cumspect he may have been with regard 
to his will, there now comes, during the 
period of maximum confusion, the neces- 
sity of passing all his private affairs, in- 
cluding his business, through the Probate 
Court, to be examined by persons of all 
sorts. Even his competitors get the “low- 
down” on his position in the industry. 
Comes a period of expense, delay and 
many other aggravations if he has been 
careless about making his will, or has 
failed entirely to make one. 


If he had deposited his shares of stock 
in a revocable trust, not a legal stitch 
would have been dropped upon his death. 
And in the course of making the revoc- 
able trust it would have been necessary 
to think over the future of that business, 
and to plan wisely for the contingency of 
death. To be sure no taxes are saved, 
but the following virtues would have been 
gained: 


(A) Privacy and freedom from an- 
noyance by strangers. 
(B) A measure of safety and finality 


about the transaction. (Wills are often 
attacked and sometimes are upset or 
compromised in a high-handed manner. 
Trusts are almost impossible to upset.) 
(C) Avoidance of the increasingly 
high expenses of the Probate Court. (Ed- 
ward C. King delivered an address before 
the American Bar Association, published 
in part in Trusts and Estates for 
October 1941, in which he estimated the 
comparative costs of administration of 
an estate of $150,000 and the cost of use 
of the revocable trust for the same trans- 
fer, at $7,400 and $1,400 respectively. 
As Dean King pointed out, this differen- 
tial is bound to discourage the profes- 
sional fiduciary from urging a wider use 
of the revocable trust as a substitute for 
wills. If professional fiduciaries were 
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suddenly confronted with a loss of the 
executor’s fee and were given nothing in 
compensation for that loss, the whole 
trust business would be placed in jeo- 
pardy. But nothing is more needed in 
the field of testamentary trust adminis- 
tration than a complete readjustment of 
the present method of piling up charges 
during the relatively short period of es- 
tate administration and then providing 
a ridiculously low level of compensation 
throughout the long period of trust man- 
agement. If the trouble lies with this 
lack of balance, the answer would seem 
to be to tackle that problem with vigor 
and not to throttle a useful device be- 
cause of it.) 


The revocable trust has further advan- 
tages to commend it as a substitute for 
a will. Probate proceedings are pain- 
fully slow and therefore often involve a 
further waste of money in depreciations 
of value. There are also the perils of 
multiple local taxation. There are legal 
formalities attached to testamentary dis- 
positions which are largely or completely 
removed by the skillful use of this inter 
vivos transaction. These formalities not 
only relate to actual execution and proof, 
but also concern the rigid restrictions 
laid upon testamentary transfers as a re- 
sult of the ancient Statutes of Mortmain 
and the iron-clad prohibitions which stem 
out of the equally ancient rights of dow- 
er and curtesy. 


A Means for Closer Cooperation 


Third: The third virtue of the revoc- 
able trust has little technical significance. 
From the standpoint of the business man, 
however, it is all important, and from 
the standpoint of the professional fidu- 
ciary and the lawyer it may yet furnish 
a successful answer to one of the biggest 
practical problems in the business—the 
relationship between the corporate fidu- 
ciary, members of the Bar, the owners of 
property, and the beneficiaries of trusts. 
If the corporate trust business is to 
flourish with anything like the vigor 
which it richly deserves, this problem 
must be answered and there is a very 
helpful role which the revocable trust can 
perform in solving it. 
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The embattled businessman wishes to 
put his affairs in order but he does not 
want to give up the essential controls 
over his property. If that man is advised 
to draw a will and let it go at that, he 
may make a very intelligent disposition 
of his property speaking from the date 
of his death, but on one most important 
thing, the businessman is completely at 
sea. He usually has no idea whom he can 
safely trust to handle his affairs honestly 
and intelligently. The result is that he 
either makes the mistake of naming 
someone in the family or choosing a bank 
without knowing anything about it, or 
by a process of default and sometimes, I 
regret to say, of persuasion, he hits upon 
the lawyer. Usually the most important 
clause in the instrument, the one which 
gets down to brass tacks about personal 
responsibility for the management of a 
precious enterprise, is the one least 
thoughtfully drawn. Is it not intelligent 
for the businessman, his lawyer, and his 
professional trustee or co-trustee, to sit 
down together and not only make up a 
plan for future events, but continue to 
work together in the development of that 
plan? Will not this procedure, intelli- 
gently applied by the trust companies 
and by the Bar, serve over the long run 
to persuade the businessman that these 
two groups of advisers will work together 
in single-minded devotion to the cause of 
his beneficiaries? Can you not imagine 
the businessman describing to his wife 
the sense of comfort gained from period- 
ic consultation with his trust officer and 
lawyer so that when the wife becomes a 
widow her first interview at the bank 
will be like a conference at home rather 
than a sudden excursion into a world of 
strangers? The more contact business- 
men have with their trusted fiduciaries 
before, rather than after, the event, the 
sounder and better the future of the trust 
business. There is no better way to pro- 
vide that contact than to establish a re- 
vocable trust. 


Protection Against Creditors 


Fourth: Properly used, the revocable 
trust may provide a genuine protection 
from future creditors. There is little 
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law bearing upon the right of the grant- 
or’s creditors to reach such benefits and 
powers as the grantor has reserved to 
himself. Occasionally a court classifies 
the reservation of certain of these rights 
as a “constructive” or “presumptive” 
fraud upon creditors.2 I prefer to go 
along with the United States Supreme 
Court which has flatly stated® that “the 
insertion of . . . power of revocation and 
. . . appointment, so far from proving 
that the grantor contemplated a fraud 
upon his future creditors, tends to show 
the contrary. Should he revoke the set- 
tlements, the property would revert to 
him and, of course, be liable for his 
debts; and should he exercise the power 
of appointment for the benefit of others, 
the estate appointed would be liable in 
equity for his debts.” 

Many lawyers and trust men say that 
the device is utterly ineffective both 


2. Cf. 12 Ruling Case Law 549. 
3. Jones v. Clifton, 101 U. S. 225, 230 (1879). 





Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
& 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBUR 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





192 


from the standpoint of taxes and from 
the standpoint of creditors. We jump to 
that conclusion very easily because of the 
general principle that a man cannot put 
his property beyond the reach of cred- 
itors and at the same time reserve sub- 
stantial interests in it or control over it. 
But the final question is what is a “sub- 
stantial interest” and what is “control” 
over property? Professor Scott says 
that creditors may reach an estate “To 
the extent to which . . . the settlor him- 
self takes an interest under the trust.’ 
Does the law mean to give to creditors 
any enjoyment which the grantor re- 
tains? Or does the law mean to make 
the grantor exercise for the benefit of his 
creditors, at the expense of some other 
person in whom rights have fully vested, 
every technical power of appointment, 
alteration or revocation which he has re- 
tained? And is there any difference in 
theory or substance between, let us say, 
a power of appointment and a power of 
revocation? 


Possible Analogies 


There are three general types of cases 
which have a bearing upon this problem, 
but only in theory, leaving a great deal to 
the imagination in so far as concerns the 
answer to the precise question here. 


(A) The fraudulent conveyance type 
of case, for which I have stated my per- 
sonal aversion. 


(B) The spendthrift trust type of 
case. American courts have shown a sur- 
prising readiness to protect the benefi- 
ciary from attacks of his creditors but on 
one point substantially all jurisdictions 
quite properly are in agreement on; a 
person may not settle his own property 
upon trust for his own benefit free from 
the attacks of his creditors.5 Pursuant to 


4. Trusts, Sec. 156, page 783. 

5. Restatement, Trusts, s. 156; Scott on Trusts, 
s. 156; Pacific National Bank v. Windram, 
133 Mass. 175 (1882); and see McColgan v. 
Walter Magee, Inc., 172 Cal. 182, 155 P. 995 
(1916); Jackson v. Von Sedlitz, 136 Mass. 
342 (1884); Hackley v. Littell, 150 Mich. 
106, 113 N. W. 787 (1907); Bank of Com- 
merce v, Chambers, 96 Mo. 459, 10 S. W. 38 
(1888); Benedict v. Benedict, 261 Pa. 117, 
104 A. 581 (1918); Ghormley v. Smith, 139 
Pa. 584, 21 A. 135 (1891). 
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this policy it is generally held that where 
a settlor reserves a life tenancy coupled 
with a power to appoint the fee his sub- 
sequent creditors may reach the entire 
estate, even though he attempts a re- 
straint upon alienation. This conclusion 
is perfectly sound, and if the grantor of 
a trust reserves a life income and a power 
of revocation it is likely over the line. 
But I am not certain that public policy 
goes far enough to require the mere pow- 
er to revoke to be held for the benefit of 
creditors. 


(C) The so-called classical or property 
law cases. Using this line of reasoning 
one must first find whether or not there 
is a valid present transfer, then whether 
there is or is not an intent to hinder, 
delay or defraud creditors. If it is a 
valid transfer and there is no fraud, 
then the beneficiary has been vested with 
his estate in equity. Then, if the power 
of revocation is merely a ‘dead thing’’® 
so long as it remains unexercised, the 
reservation of such a power falls far 
short of the enjoyment of a beneficial in- 
terest. In a property sense the power of 
revocation looks feeble; it cannot be as- 
signed by deed or by Will? and while it 
is certainly powerful in its quality of de- 
struction—and persuasion, it is not a 
thing that men ordinarily buy or sell in 
the marts of trade. This defect has been 
held fatal to the claims of the Trustee in 
Bankruptcy under the old Bankruptcy 
Act which did not contain special pro- 
visions relating to powers. Of course, 
to compress the power of revocation to 
such a degree is to discount it too severe- 
ly. ‘It is at least a question whether the 
classical property cases haven’t failed to 
appreciate the practical worth of the 
power of revocation. 


How Many Strings? 


Approaching the problem from a com- 
mon sense standpoint, if an income ten- 
ancy is reserved, coupled with powers of 


management, amendment, appointment 


. In re Dolan’s Estate, 279 Pa. 124 A. 
176 (1924). 

. Pope v. Safe Deposit & Trust Co., 163 Md. 
239, 161 A. 404, 406 (1932). 


. Jones v. Clifton, n. 3. 


582, 
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and revocation, the grantor has reserved 
a very substantial interest in the proper- 
ty, and we would all agree that the 
grantor’s creditors should have full 
rights to reach his income. And despite 
the fact that there are one or two older 
eases which point the other way,® 
an enlightened court might decide that 
the grantor’s creditors should be allowed 
to reach the whole estate. 


Where the grantor does not reserve 
any rights to the income but does reserve 
broad powers of control and rights to 
alter, amend and revoke, it is my opinion 
that he does not himself believe that he 
has given up any substantial rights. The 
problem is one of degree.!° Even where 
no life tenancy is reserved there is a 
limit to the mechanical controls which 
the grantor may retain without tipping 
the scales in favor of the creditor. 


Suppose the grantor reserves nothing 
more than a naked power to revoke. In 
this situation the business man thinks he 
has given something away. The reserva- 
tion of the power certainly doesn’t null- 
ify the trust in any practical sense, New- 
man v. Dore! to the contrary notwith- 
standing. Even in Newman v. Dore, 
where life income was also received, the 
court expressly declined to say what its 
decision would have been if the power 
reserved had been simply that of revo- 
cation. The settlor of such a trust prob- 
ably never thinks of future creditors, nor, 
by and large, does his lawyer. A trustee 
in bankruptcy might be expected to have 
access to the property!? and if the power 
is exercised, as in the case of a power 
of appointment, the property would at 
once become assets for the creditors. 
However, a sound lawyer would heatedly 
deny that there is any good ground to 


. Crawford v. Langmaid, 171 Mass. 309 (1898). 
‘See also Mercantile Trust Co. v. Bergdorf, 
Goodman & Co., 167 Md. 158. Perhaps the 
facts that both these cases contained no power 
of revocation but only a life estate plus a 
power to appoint by will is of some signifi- 
cance. 

. Mercantile Trust Co. v. Bergdorf, Goodman & 
Co., supra, n. 9 and Scott v. Keane, 87 Md. 
709, 40 A. 1070. 

. Newman v. Dore, 275 N. Y. 371, 9 N. E. (2d) 
996, 112 A. L. R. 643 (1937). 


2. Bankruptcy Act. Sec. 70 a(3). 
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regard the transaction as a fraud, actual 
or constructive. He would regard the 
following extract from May on Fraudu- 
lent Conveyances as outrageous, nor 
would he find any case to support it. 


“A power of revocation is a strong 
mark of fraud against future creditors 
and will, it is apprehended, always make 
a settlement void against them, for it 
virtually leaves the property out of his 
reach, and that it was a contrivance for 
his own benefit.” (p. 77.) 


Good lawyers would begin casting 
about for analogies. There is the analogy 
of the right reserved to change the bene- 
ficiary in life insurance policies; before 
the general statutory protection was ex- 
tended to family beneficiaries this right 
was generally accessible to creditors.'% 
But the analogy isn’t. very good be- 


13. Anthracite Insurance Co. v. Sears, 109 Mass. 
383 (1872); Blinn v. Dame, 207 Mass. 159, 
93 N. E. 601 (1911): Travelers Insurance Co. 
v. Healey, 25 App. Div. (N. Y.) 53, aff’d 164 
N. Y. 609 (1898). 
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cause the right of a beneficiary of 
a three-party contract like life insurance 
is quite different in theory from that of 
the cestui que trust. Then there is the 
analogy to the classic power (not the 
“tax power’) of appointment. The power 
of revocation may be a lesser or a greater 
right, or an entirely different one, but it 
is likely that the many cases dealing with 
the question whether the property subject 
to a classic power of appointment is 
“assets” will exert powerful influence up- 
on the eventual answer of our question. 
If a general analogy is justified, which I 
doubt, then it points in favor of protect- 
ing the property from the attacks of 
creditors until the power is exercised. A 
common requirement is that other assets 
of the debtor ought to be first exhausted. 

In circumstances of complete good 
faith and solvency, it is at least doubtful 
whether creditors should or would be 
allowed to reach the property controlled 
by a naked power to revoke at least until 
other assets are exhausted. The bene- 
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ficiary in these cases has an actual pre- 
sent enjoyment and possessory interest. 
It is wise to decree that he must lose 
them if insolvency appears. But he is 
entitled to the protection afforded by re- 
quiring the creditors to resort to other 
assets first. 


&¢ * 


The revocable trust has fine possibil- 
ities. I am moderately certain that you 
can work out with counsel a program of 
profit by the increasing use of this in- 
fant of equity. 


5-2 


Wartime Trust Provisions 


An excellent collection of “Wartime 
Provisions of Trust Instruments” ap- 
pears under that title as the latest of 
Gilbert Stephenson’s Studies in Trust 
Business. Based upon material furnished 
by 61 trustmen in the United States, 
England and Canada, the suggested 
clauses are taken from instruments 
drawn since the war began or have been 
prepared especially by counsel. 

The provisions are classified according 
to those applicable to agency agreements, 
wills without trusts, and trust instru- 
ments (living and testamentary). By and 
large, the problems dealt with are those 
arising from the absence or disappear- 
ance of beneficiaries, testators, co-fidu- 
ciaries, etc. The pamphlet is a supple- 
ment to the Trust Bulletin. 


Legislation on Absentee 
Fiduciaries and Beneficiaries 


There has been filed in the Massachusetts 
Legislature a bill to cover the situation of 
a fiduciary in the war or related service. 
The proposed law follows the lines of the 
model statute suggested by Guy Newhall in 
the August 1942 issue of Trusts and Es- 
tates.. Another measure would protect fidu- 
ciaries, attorneys or agents of persons ab- 
sent from the United States and not known 
to be dead or alive. We shall be glad to 
furnish copies of these bills to anyone in- 
terested. 
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THE FIDUCIARY RESEARCH BUREAU 


'Q“HE creation and functions of the 

Ohio Fiduciary Research Bureau 
were described at the Wartime Trust 
Conference in New York this month by 
Richard §S. Douglas, assistant counsel 
of the Cleveland Trust Co. The primary 
purpose of the Bureau, which is spon- 
sored by 26 Ohio trust institutions, is 
to study the need for local fiduciary 
legislation. 

Seven law-trained individuals asso- 
ciated with trust institutions in various 
parts of the state constitute the Bureau 
which has an appropriation for travel 
and clerical expenses and the cost of 
expert research counsel. The work of 
the Bureau is coordinated with that of 
the Trust and Legislative Committee of 
the Ohio Bankers Association, and with 
the Probate Code and Trust Committee 
of the Ohio Bar Association. 


In the brief period of its existence, 
the Bureau has been working closely 
with the Bar committee on revisions of 
the Probate Code and the preparation 
of a fiduciaries’ accounting act, Mr. 
Douglas remarking that the present law 
in these fields is in a state of contradic- 
tion and confusion. In fact, at the re- 
quest of the Bureau, the Bar committee 
withheld sponsorship of accounting leg- 
islation based on a study made by it, 
pending further research by the Bur- 
eau. After intensive research, the Bur- 
eau and the committee have had extend- 
ed meetings in recent months on the pro- 
posed accounting act as well as other 
measures drafted by the former. Mr. 
Douglas stated that the Bureau’s entire 
experience with the Bar committee has 
been satisfactory. 


The Bureau has also been engaged in 
studying the common trust fund, appor- 
tionment, emergency measures respect- 
ing fiduciaries in the armed services, 
and investment powers, among other 
matters. In indicating the value of a 
Fiduciary Research Bureau, Mr. Doug- 
las concluded: 

“It is certainly preferable that ques- 
tions affecting corporate fiduciaries be 
given long-range study; that confer- 


ences with the bar association’s com- 
mittee be held before legislation is in- 
troduced in order that representatives 
of the corporate fiduciaries and the bar 
association may appear before legisla- 
tive committees rather as colleagues 
seeking legislation beneficial for the 
community as a whole than as antagon- 
ists who seek to settle their differences 
in a spirit of controversy. We have 
found a fiduciaries research bureau 
should adhere to the following policies: 


“(1) The provision of machinery for pa- 
tient, thorough study and research. 
The testing of its conclusions not 
only by counsel representing trust 
companies but by practical operat- 
ing men. 

The establishment of friendly re- 
lations with bar committees which 
are charged with the drafting of 
statutes and the submission to 
those committees of the research 
bureau’s proposed legislation, with 
ample opportunity for discussion. 
Keeping the constituency of the 
research bureau constantly inform- 
ed of what is going on. 


(2) 


Bills to Validate Beneficiary 
Form of Bonds 


A bill to make New York law uniform 
with Federal statutes and U. S. Treasury 
Department regulations relative to War 
Savings Bonds in the beneficiary form have 
been introduced in the State Senate and 
Assembly. In a statement relative to his 
bill, Senator Marasco explained: 

“A recent decision in the Supreme Court 
in the State of New York (Deyo v. Adams) 
held that under the laws and decisions of 
our State, the naming of a person to take 
the proceeds of the bonds upon the death 
of the owner was, ‘invalid as a gift or as 
a disposition of property to take effect after 
death.’ Some States have conformed their 
local laws with the national laws regarding 
this subject.” 

ee 


The New York legislature has enacted a 
law, at the request of Governor Dewey, to 
permit quarterly payment of state income 
taxes. 





HE new tests of the taxability of 

powers of appointment, as establish- 
ed by the Revenue Act of 1942, were 
discussed at the Wartime Trust Confer- 
ence in New York this month by 
Professor Erwin N. Griswold of Harvard 
Law School. Going into the background 
of the law, Prof. Griswold indicated how 
court decisions grew up around the three 
determinants set up in the former 
statute: the property had to pass under 
the exercise of a general power of ap- 
pointment. For example, there was the 
question whether property passed where 
the appointment was to takers in default 
of its exercise, and the corollary ques- 
tions raised where the appointed share 
was greater or less than the share that 
would have been taken in default. Then 
there was the question whether a resi- 
duary clause making no reference to the 
power operated to exercise it. Finally, 
there was the question of how broad the 
class of eligible appointees could be with- 
out labelling the power general. The 
new law, designed to prevent the tax 
abuse of this dispositive device, makes 
all these questions irrelevant, the 
speaker declared. 


Prof. Griswold outlined the provisions 
of the 1942 law and issued a caution re- 
garding the new “special powers” which 
are exempt from taxation. It must be 
made certain that the donee, who may 
be a spouse or descendant of the donor 
and thus ordinarily in the exempt class, 
cannot exercise the power in his favor. 
Citing the extension of the grace period 
for releasing powers (created before 
Oct. 21, 1942) to July 1, 1943, Prof. 
Griswold remarked that the new law 
does not apply to a person who dies be- 
fore that date without exercising the 
power. By a quirk in the resolution ex- 
tending the time, it appears that, for 
gift tax purposes, a power may be re- 
leased but not exercised within this pe- 
riod without taxability. The regulations 
may clarify this point. 


The committee reports on the bill in- 
dicate that a broad definition of powers 
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THE TAXATION OF POWERS OF APPOINTMENT 


of appointment was intended, Prof. 
Griswold stated. For example, he be- 
lieves that a power in a life tenant to 
consume principal may be held to be a 
power of appointment, as might a power 
to withdraw insurance proceeds left 
on option. On the other hand, power 
in a trustee to make advances, or to 
determine whether an item is income or 
principal, or to determine whether in- 
come shall be payable quarterly or an- 
nually and the remainderman is to re- 
ceive undistributed income, are not like- 
ly to be so considered. 


As to releasing of powers, the gen- 
eral view is that a general power may 
be released, in those states where seals 
are still effective, by an instrument un- 
der seal, delivered to a person affected 
by the release (presumably a taker in 
default). Where the seal has been 
abolished (as in most jurisdictions) the 
release should be cast in the form of a 
contract reciting consideration, Prof. 
Griswold advised. It is not certain that 
this procedure would be valid in these 
states but the speaker expressed the 
hope that local courts would cooperate 
in giving effect to them and Congres- 
sional intent. According to General 
Counsel Randolph Paul, a general power 
may be partially released to bring it 
within the exempt class, and Mr. Gris- 
wold believes this opinion may be relied 
upon. If the local law permits release 
of a general power, it would seem that 
a partial release would also be recog- 
nized. 


Where concurrence in the exercise of 
a power is necessary, Prof. Griswold 
contends that the tax will be laid on the 
estate of the person whose death termin- 
ates the power. Thus, if a power by its 
terms is exercisable by A and B or by 
the survivor, the tax would be on the 
estate of the survivor. A power in a 
corporate trustee would not be subject 
to estate tax—the bank does not die. 
Nor would a trust company be liable 
for gift tax since that apparently ap- 
plies only to individuals, according to 
Prof. Griswold. 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 
Certified Public Accountant: Member of New York Bar 


This brief review is designed to highlight outstanding court decisions 
and rulings of the Internal Revenue Bureau affecting estates and trusts. 
It is contemplated as a regular feature of the magazine.—Fditor’s Note. 


Supreme Court Decisions 


UPERIORITY of the estate tax lien 

over subsequent mortgages. Where 
decedent died on May 5, 1926, and the 
estate failed to pay a deficiency tax, the 
Court held that property, in which dece- 
dent had an interest as tenant by the 
entirety, is subject to lien for estate tax 
under Section 315(a), Revenue Act of 
1926, and that this lien is prior in time 
and superior in right to the liens created 
by any mortgages executed subsequent 
to the date of death of the decedent. 
Such a lien attaches to every interest of 
a decedent, including property held by 
the entirety and such lien does not have 
to be recorded in order to give it su- 
periority to lien of mortgagee for value 
in good faith and without knowledge of 
such tax lien. (The effects of this deci- 
sion will, no doubt, be far-reaching.) 
The Detroit Bank v. U. S., S. Ct., No. 
156, Jan. 4, 1943. 

Superiority of estate tax lien over 
liens for local taxes. In a companion 
case to the above, the Court held that 
under the supremacy clause of the Con- 
stitution the lien for estate tax under 
Section 315(a) Revenue Act of 1926, is 
superior to the liens for city, county, and 
state taxes. State of Michigan v. U. S., 
S. Ct., No. 214, Jan. 4, 1943. 


Other Court Decisions 


Bequest to executor not taxable as 
compensation. Court, in deciding for 
taxpayer, held that the excess of the 
amount of a legacy received by him, as 
executor under a will, over and above the 
commissions allowed by New York stat- 
ute, was exempt from income tax as a 
bequest. Bank of New York v. Helver- 
ing, C.C.A.-2, No. 21, Jan. 4, 1948. 

English trust held resident alien trust 
and capital gains taxable. 90% of trust 


corpus consisted of U. S. corporate se- 
curities, in possession of a U. S. citizen 
trustee, traded by him on our exchanges, 
from an office maintained for that pur- 
pose, etc. The Court held the trust to 
be a resident alien trust and, conse- 
quently, taxable upon capital gains de- 
rived from security transactions within 
the U. S. B. W. Jones Trust v. Comm., 
C.C.A.-4, Jan. 2, 19438. 


Interest deductible on loan from trust. 
The Court held that the taxpayer-grantor 
of a trust is entitled to deduct interest 
paid on borrowing from trust, and ac- 
knowledged by his bond under seal. 
Preston v. Comm., C.C.A.-2, No. 85, Dec. 
31, 1942. 


Rulings 


Losses on German International Bonds. 
The Bureau ruled that for tax purposes 
German International Bonds became 
worthless in 1941, and pursuant to Sec- 
tions 23(k) and 117(b) of the IR.C., 
such loss is considered as a capital loss 
as of December 31, 1941. The events 
identifying their worthlessness were the 
declaration of war between the U. S. 
and Germany, interest default, and the 
disappearance of a public market for 
the bonds. Owners who failed to claim 
such loss on their 1941 returns should 
not neglect to file claims for refunds be- 
fore the expiration of the statute of 
limitations. 


Under a ruling dated Dec. 28, 1942, the 
Commissioner of Internal Revenue has dis- 
pensed with the necessity of filing owner- 
ship certificates in connection with informa- 
tion returns showing the payment of inter- 
est on bonds, mortgages or deeds of trust. 
The ruling is in the form of an amendment 
to Section 19.143-4 of Regulations 103. 
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TAX QUESTIONS ANSWERED 


OLLOWING is a summary of the 

panel discussion on taxes, presented 
at the Wartime Trust Conference in New 
York this month. Members of the panel 
were: Charles H. Mylander, vice pres- 
ident and trust officer, Huntington Na- 
tional Bank, Columbus, Ohio, presiding; 
Harry M. Bardt, vice president and trust 
officer, Bank of America N. T. & S. A., 
Los Angeles; Edward H. McDermott, Mc- 
Dermott, Will & Emery, Chicago; and A. 
G. Quaremba, assistant vice president, 
City Bank Farmers Trust Co., New York. 


Mr. Quaremba: A trust is not allowed 
the personal exemption for income taxes 
accorded to individuals but a specific 
credit og $100. 

Mr. McDermott: This credit is pro- 
rated if the taxable period is less than 
a year. The practice of filing returns by 
the 15th day of the third month after 
the death of a decedent spreads the tax 
department’s load. 

Mr. Bardt: An estate does have the 
personal exemption which is also pro- 
rated if the taxable period is less than 
a year. 


Mr. Bardt: The “skip-a-year” aspect 
of the proposed Rum] plan would not 
apply to trusts. It is not clear whether 
the withholding provision would apply 
to trusts, but in the meantime returns 
should be filed in the usual manner since 
a credit would be allowed for taxes paid 
in 1948 should any enacted withholding 
and “skip-a-year” law be held to apply 
to trusts. 


Mr. Quaremba: The withholding pro- 
vision of the Victory Tax does not apply 
to estates and trusts. However, the tax 
is payable in 1944 on income exceeding 
the $624 exemption and is payable in 
quarterly instalments rather than a lump 
sum. 


Mr. McDermott: The 1942 Act per- 
mits the deduction of ordinary and rea- 
sonable expenses incurred in the produc- 
tion of income or holding property for 
the production of income. This overrules 
the well known Higgins case. 


Mr. Mylander: It should be pointed 
out in this connection that expenses in- 
curred in the production of non-taxable 
income are not deductible. 


Mr. Bardt: It is not always true that 
expenses incurred in producing both tax- 
able and non-taxable income are appor- 
tioned according to the ratio of the two 
types of income. In one case, the bank 
was permitted to show that almost all 
the expenses were incurred in handling 
the stock of a close corporation and very 
little in the supervision of tax-exempt 
securities, although the actual ratio of 
income was about 70 to 30%. 


Mr. Mylander: Section 111 of the new 
tax law, governing the income taxability 
of estate and trust distributions after the . 
close of the taxable year, is hopelessly 
confused. Apparently, a good deal of 
such income distributions may be sub- 
ject to double taxation. 


Mr. Bardt: Regulations on this point 
were issued on January 27, but they do 
not clarify the difficulties. 


Mr. Mylander: By virtue of a ruling 
by the Commissioner of Internal Rev- 
enue, where a trustee elects under Sec- 
tion 126 to amortize premiums on taxable 
bonds, the full amount of the income dis- 
tributed to the beneficiaries is taxable 
to them without reduction for such amor- 
tization, if neither the law nor the in- 
strument governing that trust requires 
amortization. 


Mr. Bardt: Regarding tax-free bonds, 
which are required by the Act to be 
amortized so that no capital loss may be 
taken upon maturity or sale, it is not 
necessary for the trustee to go through 
the bookkeeping motions of amortizing. 
All that the Commissioner is concerned 
with is that no loss is taken. As to 
taxable bonds which must be amortized 
by reason of local law or the trust in- 
strument, the trustee is entitled to the 
benefit of the ruling but the income 
beneficiary must actually be deprived of 
that portion of income which is amortized 
to restore capital. 
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Mr. Quaremba: The donor of a re- 
vocable trust must make the election to 
amortize or not. Whatever choice he 
makes must also govern the treatment of 
securities held individually. 


Mr. McDermott: Where an executor 
elects to value the decedent’s estate as 
of one year after his death, the holding 
period for the beneficiaries of assets 
received from the estate begins as of that 
date. Date of death governs where the 
optional valuation method is not used. 


‘Mr. Quaremba: Where rights to pur- 
chase stock are exercised, the holding 
period—for purposes of taxing capital 
gains and losses—begins from the date 
on which the rights are exercised. 


Mr. McDermott: The 1942 Act com- 
bines the $40,000 estate exemption and 
the $40,000 insurance exclusion into one 
estate exemption of $60,000. The tax- 
ability of insurance proceeds on the life 
of the decedent is determined by either 
of two tests: (1) whether the decedent 


Two New Books 


THE SHIFTING AND 


INCIDENCE OF TAXATION 
VON MERING 


Trusts and Estates, says (excerpt) 

“It covers the various types of taxes from the 
analytical point of view rather than by classi- 
fication according to their apparent similari- 
ties. Mr. von Mering.. . has included in his 
work many important developments arising 
from recent studies . . . The book should be of 
much interest to practical tax men as well as 
economists.” 

By Otto von Mering, Tufts College. 


262 Pages $3.25 (1942) 


MONETARY THEORY 
HALM 


N. Y. State Banker, says (excerpt) 
“The chapters concern familiar subjects—sav- 
ings, investments, relations of money, credit, 
interest, capital, the loanable funds theory of 
interest—but the treatment is new. We all 
need to read a book like Monetary Theory to 
keep us alert.” 


By George N. Halm, Tufts College. 
347 Pages $3.50 (1942) 


THE BLAKISTON COMPANY 
1012 Walnut Street ° Philadelphia 
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possessed any of the incidents of owner- 
ship at the time of his death, or (2) 
whether he paid, directly or indirectly, 
any of the premiums on the policy, pre- 
miums paid by him prior to Jan. 10, 1941, 
not being considered if the insured pos- 
sessed none of the incidents of ownership 
on or after that date. 

Mr. Bardt: A reversionary interest 
in a policy has been declared not to be 
one of the incidents of ownership render- 
ing the proceeds taxable. 


Mr. McDermott: Income accrued at 
the death of a taxpayer is now taxable 
to the person actually receiving it when 
collected and distributed. Such income 
is includable in the estate for estate tax 
but the recipient is given a deduction for 
income tax purposes to the extent of the 
estate tax attributable to such income. 
There is no choice in the method of 
treating this accrued income; it must 
follow the new procedure. 


Mr. Bardt: Servicemen up to the 
grade of non-commissioned officer are 
given an extra exemption for income tax 
purposes which in effect continues for 
them the personal exemptions of $750 
(single) and $1,500 (married) provided 
in the 1941 law. All servicemen in the 
United States must file a return but pay- 
ment of the tax is deferred until after 
the war unless their military service does 
not affect their present ability to pay. 
The government’s contribution to de- 
pendents is not income to them, being 
considered a gift, and the sum taken 
from the serviceman’s pay is taxable as 
his income. 


Mr. Quaremba: The redemption of 
preferred stock is now considered in the 
same manner as other securities for 
capital gain and loss taxation. Formerly, 
such a transaction was considered short- 
term regardless of the period for which 
the stock was actually held. 


Mr. McDermott: Section 113 (a) (2) 
is now made the test for determining the 
cost basis of property transferred by 
trust, thus clearing up the confusion 
over whether subdivision 2 or 3 applied. 
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NOTES ON TRUST AND PROBATE LITERATURE 


OPTIONAL SETTLEMENTS AND TRUS- 
- TEE’'S DUTY TO PROTECT BENEFI- 
CIARY'S RIGHTS 


LOUIS S. HEADLEY. 
Jan. 1943, 


22 The Trust Bulletin 8. 


First discussing the advantages to be 
gained by use of the settlement options pro- 
vided in life insurance contracts—such as, 
immediate investment for cash, broad di- 
versification of investments and protection 
against decline in money market, the author 
then inquires into the duties, powers and 
rights of corporate trustees, as beneficiaries, 
to exercise these options. The duty is clear, 
the powers are a matterfor delineation in 
the relevant trust agreements, but the 
rights seem to be dependent upon the pe- 
culiar policies of the various life insurance 
companies, of which there are three major 
types. These are policies in which (1) the 
options are limited to “natural persons;” 
(2) the options are denied to corporations; 
and (3) there are no express restrictions. 
After analysis, Mr. Headley concludes that 
the interposition of a trustee should not 
deprive the beneficiaries of advantages 
which they would otherwise have. 


PLAN FOR COORDINATION OF IN- 
COME, ESTATE, AND GIFT TAX 
PROVISIONS WITH RESPECT. TO 
TRUSTS AND OTHER TRANSFERS 


ERWIN N. GRISWOLD. 
view 337. Nov. 1942. 


55 Harvard Law Re- 


Prof. Griswold discusses three ways of 
attacking the problem created by the lack 
of interrelation among the Federal income, 
estate and gift taxes: (1) tinkering with 
the present statutory scheme; (2) coordina- 
tion of the provisions of the three taxes; 
and (3) integration. Special attention is 
given to the second, which is the approach 
apparently favored by the author. He 
presents a draft of a possible amendment 
based upon the general principle that a per- 
son can escape income and estate tax only 
by giving the property away without the 
reservation of any interest in it, in which 
event—and no other—he will be subject to 
gift tax. To insure uniform application of 
the taxes, the tests of taxability are set 
out in one place alone. The proposed 
statute enumerates the specific classes of 
transfers to cover all the clear types of 
problems covered by the law and decisions 
to date. 


APPORTIONMENT BETWEEN LIFE 
TENANT AND REMAINDERMAN OF 
LOSS ON DEFAULTED MORTGAGE 
HELD IN TRUST 


CHARLES V. 
Journal 147. 


SHIPLEY. 
Jan, 1943. 


31 Kentucky Law 


This article examines the rationale of the 
New York, Canadian and Restatement of 
Trusts rules governing the subject of the 
above title. Contending that none of these 
is entirely adequate or equitable as between 
the parties, the author advances a rule 
designed to cover the general problem and 
such specific questions as the treatment of 
(1) a purchase mortgage taken back by 
the trustee on subsequent sales of the fore- 
closed property, (2) an exchange by the 
trustee of a defaulted mortgage for other 
legal securities, (3) the deficit where rents 
are insufficient to pay current carrying . 
charges, and (4) the surplus where net 
rents exceed the carrying charges. 


GIFTS OF FUTURE INTERESTS 


DANA F. COLE. 
16. Jan. 1943. 


As a result of the Supreme Court de- 
cisions in 1941 in the Hutchings and Pelzer 
cases, the Board of Tax Appeals and some 
of the lower Federal courts have held that 
the income of a trust constitutes a present 
interest, but the corpus represents a future 
interest for purposes of the statutory rule 
that a gift of a future interest is not ex- 
empt from gift tax even though the amount 
is within the annual exclusion or gross ex- 
emption figure. The author contends that 
this change from the rule applied before 
the 1941 decisions will reopen many cases 
for additional assessment, and urges that 
Congress enact a retroactive law to restore 
the former method of treatment of gifts in 
trust. 


REVITALIZATION OF MULTIPLE 
STATE DEATH TAXATION 


ABRAHAM S. GUTERMAN., 
Review 1249. Nov. 1942. 


21 Taxes—The Tax Magazine 


42 Columbia Law 


This article discusses the constitutional 
limitations upon multiple inheritance tax- 
ation which remain despite the Supreme 
Court decisions in Graves v. Elliott, Curry 
v. McCanless and Utah v. Aldrich. The ex- 
amination covers the treatment of tangibles 
(and their definition), the efficacy of reci- 
procal statutes relating to intangibles (lack 
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of uniformity of their provisions often 
results in loss of benefits intended), the doc- 
trine of business situs, special problems 
raised by the trust device, powers of ap- 
pointment, shares of stock, and domicile 
questions. The author suggests as the most 
helpful remedy for the situation some form 
of interstate cooperation, perhaps a flat rate 
on intangibles of non-residents, uniform re- 
ciprocal exemption statutes, credits by the 
domiciliary state for taxes paid to other 
states, and interstate compacts to accom- 
plish any of the foregoing. Careful plan- 
ning in the choice of domicile and securities, 
in’ the maintenance of custodian or bank 
accounts and in the creation of inter vivos 
trusts is urged. 


sO 
Other Articles and Notes 


Retirement Allowance and Pension Plans 
of Private Corporations (to what extent 
may pension plans be adopted by a major- 
ity of the stockholders of a private corpor- 
ation over the objection of the minority) 
by Maurice J. Dix—Georgetown Law Jour- 
nal, Nov. 1942. 
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Estate and Gift Tax Amendments: Rev- 
enue Act of 1942 (general background, sum- 
mary and some implications of the changes) 
by Breck P. McAllister—California Law 
Review, Dec. 1942. Article on same subject 
by Paul G. Kaufer in Michigan Law Re- 
view, Dec. 1942, and by Arthur H. Kent in 
Columbia Lew Review, Jan. 1943. 


Income of Decedents, Estates and Trusts 
(analysis of effects of 1942 Revenue Act 
on taxation of such income) by Benjamin 
Harrow—New York C.P.A., Dec. 1942. 


Multi-State Taxation on Intangible Prop- 
erty at Death—Minnesota Law Review, Dec. 
1942. 

Rule against Perpetuities: Option Con- 
tracts (applicability of rule to option con- 
tracts to purchase property)—Cornell Law 
Quarterly, Nov. 1942. 


Contracts to Bequeath Property—Statute 
of Frauds (New York decisions)—New 
York Law Journal, Jan. 28 and 29, 1943. 


Deposits Under Mortgage 
Indentures Must Be 
Secured 


Where a bank or trust company receives 
under the terms of a mortgage indenture or 
similar instrument, funds for the purpose 
of paying the interest or sinking fund pay- 
ments, or both, required by said instrument, 
it receives the same as fiduciary, and 
when such funds are in truth deposited by 
the corporate trust department of the bank- 
ing institution in its own commercial bank- 
ing department, these funds must be secured 
by a pledge of bonds or other securities.— 
Pennsylvania Attorney-General James H. 
Duff. 


0 


Regulation on Alimony Trusts 


Revisions of the regulations, based upon 
the Revenue Act of 1942, have begun to 
make their appearance. T.D. 5194, recently 
issued, deals in considerable detail with 
the new test for income taxation of alimony 
payments and clarifies such points as the 
treatment of lump sums payable in instal- 
ments and the effect of provisions for the 
support of children. A separate subdi- 
vision covers the trust aspects of the sub- 
ject. 
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Decisions 
LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn. 

NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
OHIO: R. P. Biechele—Attorney, The Cleveland Trust Company, Cleveland 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 


Distribution — Claim by Former Hus- 
band of Decedent Who Remarried 
After Decedent Had Obtained Divorce 
in State in Which She Was Not Bona 
Fide Resident 


New York—Court of Appeals 


Matter of Brogan, New York Law Journal, Febru- 
ary 4, 1943. 


The decedent and her husband (the appel- 
lant) lived in New York until their separa- 
tion. They entered into an agreement in 
1909 whereby the decedent released her 
dower rights, released the appellant from 
any further obligation to support her, and 
agreed not to create any debt chargeable to 
him, in consideration of property which he 
transferred to her. In 1913, the decedent ob- 
tained a decree of divorce in Nevada on the 
ground of cruelty. The appellant did not 
appear in the Nevada action and was not 
served with process in Nevada. He was 
personally served with a summons in New 
York and the summons was also served by 
publication in a Nevada newspaper desig- 
nated as one “most likely to give notice to 
said defendant,” whose residence in the very 
same order was stated to be in New York 
City. There was nothing in the record to 
show that the appellant in any way aided 
the decedent to obtain such divorce. In 
1922, while the decedent was still alive, the 
appellant entered into a ceremonial mar- 
riage. 

The appellant claimed a right of election 
to take a portion of the decedent’s estate 
under New York Decedent Estate Law §18, 
and that while the Surrogate was correct in 
holding the Nevada decree to be invalid, it 
was error to decide that by the 1922 mar- 
riage he either abandoned the decedent or 
estopped himself from denying the valid- 


ity of the Nevada decree. The executor 
contended that, in any event, the Nevada 
decree was entitled to recognition in New 
York under the recent decision of the U. S. 
Supreme Court in Williams v. North Caro- 
lina, decided December 21, 1942. 


HELD: The court in the Williams case 
had held only that the courts of another 
state are required to recognize as valid a 
divorce decree granted on constructive ser- 
vice by the court of a state in which the 
plaintiff in the divorce action was domiciled; 
and had expressly reaffirmed the doctrine 
that a divorce decree granted on construc- 
tive service is not entitled to full faith and 
credit if neither party was domiciled in the 
state in which it was granted. The appel- 
lant by his remarriage had barred himself 
from questioning the validity of the Nevada 
decree, and therefore, could not assert any 


rights under §18 of the Decedent Estate 
Law. 


0 


Distribution — Income Directed to be 
Accumulated May Not Be Used For 
Needs of Infant Beneficiaries 


Wisconsin—Supreme Court 


Boyle v. Marshall & Ilsley Bank, 6 N. W. (2d) 642, 
decided Dec. 8, 1942. 


Julia G. Boyle established a trust under 
which one-half of the income was to be paid 
to her son and the balance was to be accu- 
mulated and added to corpus, and when the 
oldest of the son’s children reached the age 
of thirty the income to the son was to cease 
and the corpus was to be distributed among 
his children as they respectively reached 
age thirty. There were alternative provis- 
ions for the disposition of the shares of the 
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children if they died before reaching that 
age. 

“The children, who were minors, applied 
to the circuit court for an order requiring 
the trustee to devote $1,500 per year to the 
support and education of each of them out 
of the income which by the terms of the in- 
strument was to be accumulated and added 
to corpus. They alleged that their father 
was unable to support and educate them. 
They based their application on Sec. 231.21 
Wisconsin Stats., which provides that a 
court having jurisdiction over a trust .may 
authorize payments in contravention of its 
terms ‘if the maintenance and education of 
an infant beneficiary is not sufficiently pro- 
vided for and his parents are unable to fur- 
nish him suitable maintenance or education, 
provided the court finds that the rights and 
interests of others in the trust will not be 
prejudiced. The circuit court granted the 
application. 

HELD: Section 231.21 is intended to au- 
thorize only the anticipation of benefits 
payable to persons having an absolute and 
uncontingent interest in the estate, not the 
payment of money to persons whose inter- 
ests may never materialize. The children 


who are seeking payments out of the ac- 
cumulation of income will never have any 
right to that income unless they live to the 


age of thirty. To give them the money 
sought by them would contravene the in- 
tent of the settlor, who had the right to 
dispose of her property as she chose. Judg- 
ment reversed. 


a (2) 


Investment Powers — Self-Dealing — 
Exchange of Trustee’s Own Stock for 
Stock of Another Bank 


Ohio—Clark County Court of Appeals 


In re Trusteeship of Dimond, Motion to Certify 
Overruled by the Supreme Court, January 13, 1943. 
37 Ohio Law Abstract 248. 


The case arose on exceptions to the final 
account of the successor Trustee. Testa- 
trix created a trust in her residuary 
estate and authorized the Trustee as fol- 
lows regarding investments: 


‘* * * JT direct said trustee to hold my securities 
which he may receive from my estate as the share 
of my daughter, Harriet B. Dimond, and to pay 
to her during her natural life the net income and 
profits resulting therefrom, * * * and I give the 
said trustee the right to sell, at public or private 
sale, if in his judgment such action would be for 
the best interest of said trust, any part of said 
trust property or securities, and invest the same 
in the manner provided by law. * * *’’ 
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Among other assets received by the Trustee 
from the estate of the testatrix were 366 
shares of the stock of the First National 
Bank and Trust Company of Springfield. 
Of these shares, 122 were exchanged for a 
like number of shares of the American 
Trust and Savings Bank. 


Subsequent to this exchange the named 
Trustee resigned and the American Trust 
and Savings Bank was appointed successor 
Trustee, at which time the beneficiaries of 
the trust ratified the investments then con- 
tained in the trust but provided that any 
further investments should conform to the 
law of the state and the orders of the Pro- 
bate Court. Thereafter the First National 
Bank and Trust Company of Springfield, 
the American Trust and Savings Bank, and 
another bank, merged into the First Na- 
tional Bank and Trust Company, which 
latter company assumed the trusteeship un- 
der authority of the Court. Shortly there- 
after the shares of First National Bank 
stock and the shares of the American Trust 
and Savings Bank stock were surrendered 
and a new certificate of 366 shares of First 
National Bank and Trust Company stock 
was issued to the Trustee. 


On November 1, 1929, the Trustee filed 
application for authority to exchange the 
stock of the First National Bank and Trust 
Company for 2,196 shares of BancOhio 
Corporation and the Court authorized such 
exchange. An attack is made on this ex- 
change on the ground, among others, that 
it constituted self-dealing. 


HELD: “We are unable to find that 
there was self-dealing. It is true that 
BancOhio purchased a controlling interest 
in the stock of the trustee bank. The 
proposition of the BancOhio to acquire 
stock of First National Bank in exchange 
for its stock on the basis of six for one, had 
the sanction of the Board of Directors of 
the Springfield Bank. The Springfield 
bank notified its stockholders by letter that 
it advised the transfer. Probably about 
90% of the stockholders made the exchange. 
The Springfield bank was not merged into 
the BancOhio, but it retained its entity. The 
Board of Directors exchanged most of their 
stock, but retained 10 shares as necessary 
to keep them qualified to be a director. The 
Trust Committee of the Board of Directors 
of the Springfield bank recommended that 
the trust stock be exchanged for BancOhio 
stock. The Board of Directors by board 
action adopted the recommendation of the 
Trust Committee. The record presents evi- 





LAW AND TAXES 


dence of very careful consideration and 
thorough investigation by the Springfield 
bank before it sanctioned the deal. The 
inference of conflicting interest does not 
arise, but on the contrary, there was com- 
munity of interest. If the transfer of 
stock on the basis of six for one was good 
for stockholders generally, it certainly 
would be good for the trust. 

“We think it obvious that the nationwide 
financial distress which followed shortly 
after this transaction and thereby depre- 
ciated all investments, had a major influ- 
ence in the activities of the beneficiaries 
and the present trustee.” 


a 


Jurisdiction —- Bequest to Foreign Trus- 
tee for Administration in Foreign 
State 


New York—Surrogate’s Court, Queens Co. 


Matter of Shipman, N. Y. L. J. December 31, 
1942. 


A New York testator bequeathed a por- 
tion of his residuary estate to a Massachu- 
setts trust company. A Surrogate’s Court 
decree directed the executor to pay over 
principal to the Massachusetts trust com- 
pany, in a proceeding in which the trust 
company was cited by publication, but did 
not appear. The will was then filed in the 
Massachusetts Probate Court, and that 
court appointed the Massachusetts trust 
company as trustee. The trustee admin- 
istered the trust and filed 19 separate trust 
accountings in the Massachusetts Probate 
Court. The Massachusetts trust company 
never qualified in New York as trustee under 
the will, never accounted in that state nor 
subjected itself to the jurisdiction of the 
New York court. Application was made in 
the New York court to direct the trust com- 
pany to qualify in that court and to account 
for the trust fund, and upon its failing to 
do so, for the appointment of a successor 
trustee. 


HELD: The application must be denied. 
The testator, by appointing a Massachusetts 
trust company, intended that the trust 
should be administered there and in accord- 
ance with its laws. The direction in the 
New York decree to pay over to the Massa- 
chusetts trust company was in accordance 
with the will, and when that direction was 
complied with, the New York court lost 
further jurisdiction over the administration 
of the trust; and this is so notwithstanding 
that the trust was for the benefit of indivi- 
duals and not for charitable purposes, There 
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was long and continued acquiescence in the 
administration of the trust by the courts of 
Massachusetts. The petitioner had notice 


of the filing of the accounts in the Massa- 
chusetts Probate Court and in two instances, 
she actually gave her written consent and 
approval to their allowance. 


0 


Investments — Extent of Surcharge 
When Trustee Disregards Restriction 
Against Investment of More Than 
Stated Amount 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Toel, N. Y. L. J. February 5, 1943. 


On construction, it was determined that 
the trustee was forbidden by the terms of 
the will “to place more than $10,000 in any 
single investment ...” The trustee in- 
vested $50,000 in a bond and mortgage 
which was reduced to the sum of $18,000. 
It was contended that the entire investment 
was improper and unauthorized, and that 
the surcharge should be in the sum of $18,- 
000. 

HELD: The trustee was surchargeable 
only on the amount in excess of $10,000, i.e. 
$8,000, and upon payment of that amount 
into the estate, the trustee might retain the 
investment for his own account. The ques- 
tion as to the method of computing the sur- 
charge was stated to be of first instance in 
New York. The Surrogate relied on Re- 
statement of the Law of Trusts, §228, subd. 
(h); Seott on Trusts § 228.1; English and 
Massachusetts authorities. It was also 
argued that since the original investment 
was in the nature of a building loan, the 
trustee was negligent in making the orig- 
inal investment. On this point it was held 
that since the investment subsequently be- 
came proper (apart from the permissible 
amount) and no loss had been incurred in 
the meantime, the trustee was not subject 
to liability, although thereafter the invest- 
ment depreciated. 


0 
Remission of Death Taxes 


A recent English decision under the re- 
mission of death duties law may prove of 
interest in America in view of the possi- 
bility of similar legislation on this con- 
tinent. By virtue of a 1914 Act, death 
duties on the estate of persons killed in war 
service are remitted. The decision in Joel, 
Rogerson v. Joel, (1942) 2 All E. R. 365, 
shows how the shares of the beneficiaries 
are increased as a result of the remission. 
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Life Tenant & Remainderman — Salv- 
age Operations After Acquisition of 
Real Property on Foreclosure of 
Mortgage — Constitutionality of Stat- 
utory Formula 


New York—Court of Appeals 
Matter of West, N. Y. L. J., January 28, 1943. 


New York Pers. Prop. Law, §17c directs 
that, out of the net income derived from the 
operation of sale of property acquired by a 
trustee by foreclosure or by conveyance in 
lieu of foreclosure, the trustee shall pay the 
life beneficiary annually 3% of the face 
value of the mortgage. The statute is ap- 
plicable to mortgage investments made be- 
fore its enactment and salvage operations 
initiated before its enactment. 

HELD: The statute is constitutional as 
so applied. The previously existing rule un- 
der which the trustee exercised discretion in 
apportioning between the life beneficiary 
and the remainderman any net income de- 
rived from mortgage salvage operations, 
was a procedural rule for the administration 
of trust estates, and was not an established 
rule of property; therefore, its modification 
by the statute was not unconstitutional. 
The statute should not be considered to be 
applicable to salvage operations completed 
before its enactment. 

[In Matter of Wacht, Feb. 1942 Trusts 
and Estates 219, another Surrogate had 
considered that the statute operated to alter 
the rights of individuals by transferring ir- 
revocably to income account the vested 
rights of remaindermen in the proceeds of 
a salvage operation.] 


———o 


Powers — Appointment — Life Estate 
with General Power of Appointment 
Not Tantamount to a Fee 


New Jersey—Court of Chancery 


Byirs v. Fidelity Union Trust Co., 182 N. J. Ea. 
416. 


Complainant received right to life income 
from $65,000 fund through testamentary 
trust created by her mother. Decedent’s 
will further provided that upon the death 
of the complainant the principal and unex- 
pended income of the trust were disposable 
in accordance with the directions given by 
her in her last will, and if she died intestate, 
to her issue. If complainant died without 
leaving issue, then all said principal and 
unexpended income were to be distributed as 
part of decedent’s residuary estate. 


TRUSTS and ESTATES—February 1943 


Contending that she received a life estate 
in the corpus of the trust fund, together 
with a general power of appointment, the 
complainant argued that she possessed a fee 
in the corpus and sought immediate term- 
ination of the trust. It was contended 
further that she had already made her last 
will, and that she was incapable of having 
issue. 

HELD: Where there is a devise in fee, 
or of a life estate with a power of disposi- 
tion by will, and a limitation over in the 
event of the death of the devisee without 
issue and without disposing of the property 
by will, the devise must be construed to 
confer a life estate only coupled with the 
power of testamentary disposition. This 
rule, deduced from earlier decisions, ef- 
fectively disposes of the complainant’s argu- 
ment that her life estate coupled with a 
general power of appointment is “tanta- 
mount to a fee,” and she is not entitled to a 
termination or acceleration of the trust. 

As for complainant’s other contentions, a 
will “does not become effective until the 
death of the maker,” and “there is no pe- 
riod in the life of a woman when it is pre- 
sumed that she may not possibly bear chil- 
dren.” 

Bill of complaint dismissed. 


——_—0 


Powers — Limitations — Suspension of 
Soldier from Office of Executor 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Tuchmann, N. Y. L. J., January 2, 1943. 


One of two executors applied for the 
statutory suspension of the powers of her 
co-executor who is in the Army of the 
United States, assigned to Selective Service 
Headquarters in New York City. His duties 
gave him a substantial amount of free time 
after ordinary business hours for his pri- 
vate affairs. Through another lawyer, who 
was an office associate, he endeavored to 
have the affairs of the estate attended to 
during the hours when he was on military 
duty. The principal asset of the estate con- 
sisted of second mortgages on property in 
the New York area, and of shares of a cor- 
poration which owned and operated a De- 
troit hotel. Questions arose frequently re- 
specting the administration of the second 
mortgages. The petitioner and her family 
represented a very substantial interest in 
the estate and asserted that the administra- 
tion was in fact being handled by persons 
who were strangers to the estate and who 
were delegated by him to do his work dur- 
ing ordinary business hours. 





LAW AND TAXES 


HELD: The executor in military service 
should be suspended from his office, The 
best interests of the estate would be served 
by concentrating the administration in the 
hands of the petitioning executor. 

[After a further informal hearing before 
the Surrogate, it was determined that the 
executor should not be suspended from of- 
fice, upon the understanding that he was not 
to act through an attorney and that the pe- 
titioner was to carry on as the active execu- 
tor. ] 

0—$—_—_——— 


Powers — Limitations — Termination 
of Trust Denied 


Massachusetts—Supreme Judicial Court 
Damon v. Damon, 1942 A. S. 1451. 


Petition in probate court for the termin- 
ation of a trust created by the will of X. 
P and D were her sons. The will gave one- 
fourth of the estate to D to invest and pay 
over the income to P; and also to pay to P 
such portions of the principal and at such 
times as the trustee should determine, with 
full power to pay over all of the principal 
whenever in the opinion of the trustee it was 
desirable to do so. 


HELD: Petition dismissed. Even though 
the will gave P a vested and absolute estate 
in the trust and no one else had any inter- 
est, he could not compel the termination of 
the trust on his own request, since the will 
gave discretionary powers to the trustee. 


New York Revising 
Common Fund Law 


EW YORK, where common trust 

funds instituted in the 1920s have 
been largely dormant and no new ones 
started under Regulation F as a result 
of the highly complicated and expensive 
requirements of the state enabling leg- 
islation, promises soon to have a work- 
able statute. Following discussions be- 
tween trust executives, surrogates and 
state banking officials, a new draft is 
being prepared for presentation to the 
Legislature at an early date, under 
which accounting difficulties of the ex- 
isting law have been worked out. It is 
anticipated that a large number of the 
well organized trust institutions of the 
state will soon be in position to estab- 
lish such funds, both legal and discre- 
tionary (where permitted by trust in- 
struments). In addition to relaxing the 
burdensome annual accountings, provid- 
ing triennial court accountings to life 
tenants and known remaindermen, pro- 
vision is wisely made for limiting the 
amount not to $25,000 but to the limits 
set forth by the Federal Reserve regu- 
lation, thus permitting automatic in- 
crease without new legislation in case 
the regulations are revised. 
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